

In the name of Allah 
the most 

Compassionate and Merciful 



IN THE NAME OF COD HIE »10ST COMPASSIONATE , 11 fE HOST MERCIFUL. 

” O' MUSLIM NATIONS 1 O' OPPRESS!!) NATIONS < ISI.AMTC COUNTRIES [ PRECIOUS NATIONS 
IXMINATED BY THOSE WHO PRESENT YOUR ASSETS TO AMERICA FREELY .WHILE YOU ART, LEADING A 
DIFFICULT LIFE; RISE ,A\T) RESIST THE SUPERPOWERS , BECAUSE IF YOU RESIST THEM, THEY 
KIEL NOT HE ABLE TO DO ANYTHING. " 

IMAM KHOMEINI 

THE FIRST QUESTION THAT WOULD PERHAPS COME INTO ONE’S MIND, .AFTER HAVING LOOKED AT 
THE PRESENT COLLECTION OF DOCUMENTS, IS THAT, WHY IS THERE, SO MUCH INFORMATION IN THE 
.AMERICAN EMBASSY IN TEHRAN, ON A SMALL COUNTRY LIKE KUWAIT? THE AVAILABILITY OF SO 
Ml I H INFORMATION AT THE DISPOSAI. OF AMERICANS WOULD HAW BROUQT ABOLT HIE SAME 
UIESTION IF HE AMERICAN EMBASSY IN KUWAIT WERE TO BE TAKEN OVER. DESPITE THE LONG 
DISTANCE BETWEEN THE U.S. AND KUWAIT, HIE SIZE OF INFORMATION COLLECTED ON HIE LATTER 
IS NOT AT ALL COMPARABLE TO WHAT GATHERED ON OHIE.R NEIGHBOURS OF KUWAIT. THUS, ONE 
COULD PERHAPS CLAIM THAT HIE U.S. EMBASSY OPERATORS ARE HIE RIAL CONTROLLERS OF 
VARIOUS CORNERS OF HE KUWAITI SOCIETY. 

WHAT IS HE ROLE OF SO MANY U.S. INSTALI AT I ONS AND CENTERS HEADED BY AMERICAN 
EMBASSIES H IROt IC1 IOIJT HE NDRLD. ARE HID' TO FUNCTION AS HIE POINT OF CONTACT BETWEEN 
rwn GOVERNMENTS , OR THEY ARE THE HXTENTTON OF ESPIONAGE AND MILITARY ACTIVITIES OF 
AMERICA WITHIN HOST COUNTRIES. WHO ARE HIE ACTUAL RULERS OF THOSE COUNTRIES'’ THE U.S. 

I SPIONAGE DIMS HAVE ESTAB1.ISIED A REGULAR, SOPHISTICATED AND COSTLY COLONIAL NETWORK 
ALL OVER THE WORLD BY EXPLOITING HIE. EXPERIENCES OF THE RECENT HALF CENTURY . FORMER 
IKX1IMENTS AND THOSE PRESENT HERE, DIWONSTRATE HIE EXTENSIVE ROLE OF HIE U.S. EMBASSY, 
TEHRAN , IN TIB: WHOLE REGION. 

THESE DOCUMENTS AI.SO EXPOSE THE REAL NATURE OF KUWAITI REG M. .HIE IIXIXISIT ION WHICH 
IS THE RESULT' OF HOW A MASTER ( AMERICA ) DESCRIBES A SUBSERVIENT REGIME. THEY ALSO 
PROVE THAT EITHER OF HIE .SUPERPOWERS, ESPECIALLY HIE "GREAT SATAN", HAS BEEN ACTIVELY 
CONSPIRING AGAINST HIE, ISLAMIC REPUBLIC SINCE HIE INCEPTION OF THE REVOEUI’TON. CLEAR 
UNDERSTANDING OF HIE NATURE OF KUWAITI RULERS, AND HIE DEPTH OF U.S. INFLUENCE IN 
THIS SMALL COUNTRY KXPIAINS HIE. ANTAGONISTIC KUWAIT] GOVERNMENT ATTITUDE TOWARDS THE 
ISLAMIC REPUBLIC. RIGHT BEFORE HIE VICTORY OF HIE ISLAMIC REVOLUTION , IT REFUSED .TO 
1'IRMIT THE IMAM ENTRY INTO KUWAIT; AND PRESENTLY, IT IS ACTING AS A CHANNEL THROUGH 
WHICH A HUGE PART OF WEAPONRY AND EXPORTED COflODITIES ARF. BEING DELIVERED TO THE 
CRIMINAL BA'ATHIST REGIME .Op IRAQ. 

WHEN HiF, GRAND ‘VASTER ( HE ll.S. ] APPOINTED HIE SHAH AS HE. SCARE-CROW IN HE. 

IT RSI AN GULF REGION, OPPRESSIVE KUWAITI RULERS NEVER OPPOSED THEIR IRANIAN COUNTER- 
PARTS WHO WERE SUPPLYING ISRAEL WITH. OIL. WHEN THE ISLAMIC REVOLUTION BEGAN TO DEAI, 

I INAL BLOWS ON SHAH'S REGIME, HE. CORRUPT KUWAITI AMBASSADOR TO IRAN, WHO WAS HAVING 
A HAPPY TIME IN PARIS, RUSHED TO TEHRAN ON HIS PRIVATE PIANE TO EXTEND HIE. ENCOURAGE.. 
NC MESSAGE OF HE KUWAITI EMIR TO THE SHAH, IATER ON, HE INFORMED HIS AMERICAN MASTER 
01 THE SHAH’S SELF-CONFIDENCE . ( HE SAME STORY IS PERHAPS BEING REPEATED FOR HIE 
CRIMINAL SADDAM ON H1ESE DAYS ). 

PERSIAN GULF ARABS WERE NOT HAPPY W.'IHI HE SHAH ACTING AS HE REGIONAL GENDARME , 
BUT HIE " ISLAND OF STABILITY " IN HIE SOUHERN NEIGHBOURHOOD OE RUSSIA, WHICH 
PROVIDED THEM WITH A DEADLY PEACE IN HIE PERSIAN GULF REGION WAS PREELRRABI.E OYER A 
mPHLAR REGIME WHOSE ORTECTTVE WAS TO REVIVE ISLAM AND TIE ISIAMIC ' IWfH. 1 

FOR HE SAME REASON, PERSIAN (*JLF ARAB RUI.ERS WHO SUPERFICIALLY SUPPORT THE PALES _ 
TINIAN CAUSE AND OPPOSE HE OCCUPIERS OE QUDS, CONSIDER COOPERATION WITH AFRICA , 
NAMELY HE NUMBER ONE SUPPORTER OE HE REGIME OCCUPYING QUDS, EQUALLY IMPORTANT AS 
COLLABORATING WIHI HE DEFUNCT REGIME OE SIIAII WHOSE CI.OSF. TIES WIH1 ISRAEL WAS 
OBVIOUS. 
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AS IT IS EVIDENT IN DOCUMENT NO 11, THE KUWAITI GOVERNMENT GENEROUSLY \ 
DECLARES ITS READINESS TO COMPENSATE FOR THE SHORTAGE IN IRANIAN OIL 
EXPORTS TO AMERICA, TO HAVE ASSISTED THE U.S. AND THE SHAH. IN DOCUMENT 
■NO 12, KUWAITI OIL MINISTER COMMENDS THE EFFORTS UNDERTAKEN BY THE SHAH 
IN BRINGING BACK PEACE AND STABILITY TO IRAN. 

IN A MEETING WITH THE U.S. ENERGY, SECRETARY , SHELEZ INGER, KUWITI OIL 
MINISTER STATES ON BEHALF OF ALL 1MID-EAST' COUNTRIES AND IRAQ THAT THEY 
ALL HOPE FOR SHAH TO OVERCOME HIS DIFFICULTIES . THE VERY INTERESTING POINT 
IS THE COORDINATION THAT EXISTS BETWEEN ALL REACTIONARY ARAB REGIMES ON 
THE ONE SIDE, AND THE SEEMINGLY RADICAL IRAQ IN RENDERING_SUPPORT TO THE 
SHAH, ON THE OTHER, OF COURSE, KUWAITIS HAVE BEEN AWARE OF THE DEPTH OF 
IRAQUI SLOGANS, AS IN DOCUMENT NO 61 KUWAITI OIL MINISTER EXPRESSES THAT 
IT IS NOT CORRECT FOR OIL TO BE EXPLOITED AS A WEAPON TO FURTHER POLITIC- 
AL GOALS -IN THE SAME DOCUMENT HE DESCRIBES IRAQIS AS THOSE WHO TALK A LOT 
BUT ACT VERY LITTLE. LATER THE U.S. EMBASSY OFFICIAL RECALLS THE VISIT OF 
JAPAN’S COMMERCE MINISTER TO THE AREA, WHERE THE TRADE LOVING KUWAITIS 
HAD DEMONSTRATED THEIR CONCERN OVER AMBIGUOUS JAPANESE POLICIES WITH 
REGARDS TO PALESTINE, BUT THE SO-CALLED RADICAL IRAQIS HAD ONLY DISCUSSED 
COMMERCIAL ISSUES WITH THE JAPANESE OFFICIAL. 

ON DECEMBER 12,1979 OR THE FINAL DAYS OF THE PREVIOUS IRANIAN REGIME, 
SHAH DECIDES TO PURCHASE OIL FROM KUWAIT, AND THE KUWAITI OIL MINISTER 
RESPONDS POSITIVELY, HE STATES THAT KUWAIT AND OTHER ( PERSIAN ) GULF 
COUNTRIES WILL DO ANYTHING IN EMERGENCY SITUATIONS TO SHOW THEIR SUPPORT 
FOR THE SHAH. THE GRADUALLY INCREASING WEAKNESS OF SHAH'S REGIME -ALERTS. 
THEM AGAINST THE EXTENSION OF THE ISLAMIC REVOLUTION OF IRAN INTO OTHER 
REGIONS DOMINATED BY AMERI CA -THEY BEGIN TO HAVE SECOND THOUGHTS ON THEIR 
OWN FUTURE IN A REGION WHERE ITS GENDARME CAN SO EASILY COLLAPSE, THEN, 
THEY DECIDE TO FIGHT THE ISLAMIC REVOLUTION ON JANUARY 8, 1979, THE KUWAITI 
DEPUTY OIL MINISTER MEETS WITH HIS AMERICAN FRIENDS AND EXPRESSES THE 
IDEA THAT KUWAIT AND SAUDI ARABIA MUST F ORGET THEIR TERRITORIAL DISPUTES, 
AND INSTEAD BEGIN TO CONFRONT THE ISLAMIC REVOLUTION. AT THE SAME MEETING 
HE EXPRESSES HIS SENSITIVITY WITH REGARDS TO THE SHI'ITE COMMUNITY WORKI- 
NG IN THE OIL COMPANY OF KUWAIT. 

IN THEIR ANALYSIS, AMERICANS ALSO STATE THAT KUWAITIS SHARE U.S. 
CONCERN OVER THE VICTORY OF- TRE ISLAMIC REVOLUTION. IN HIS MEETING WITH 
FRENCH FOREIGN MINISTER, THE KUWAITI EMIR EXPRESSES HIS DEEP CONCERN OVER 
THE INFILTRATION OF SHI'ITE UNREST INTO IRAQ. THIS EXPRESSION OF CONCERN 
WAS MADE AT A TIME WHEN THE ISLAMIC REPUBLIC HAD NOT YET DECLARED ITS 
EXISTENCE, AND THE ISSUE OF EXPORTING THE ISLAMIC REVOLUTION WAS STILL 
NOT BROUGHT FORTH BY THE ISLAMIC REPUBLIC OFFICIALS. THEREFORE, THESE 
HOSTILITIES WERE NOT PERPETRATED BY ISLAMIC REPUBLIC OFFICIALS' STATEMEN- 
TS, BUT BY THE PERSIAN GULF STATES' ANTI-POPULAR NATURE, SOMETHING THAT 
WAS THE MAIN CHARACTERISTIC OF THE SHAH'S REGIME. THE' ONLY DIFFERENCE 
BETWEEN THEM AND THE SHAH WAS THAT THEY LACKED THE CULTURAL AND MANPOWER 
SUPPORT THE LATTER ENJOIED . 

KUWAITI RULERS BELIEVE THAT ISLAM WILL ULTIMATELY JEOPERDISE THEIR 
EXISTENCE; THEY- THEREFORE , PROVIDE IRAQ WITH FINANCIAL ASSISTANCE AND, A 
SUPPLY ROUTE, AND ASSIST THE IRANIAN ANTI - REVOLUTIONARIES .HARASS IRANIANS 
RESIDING IN KUWAIT, AND TAKE ALL POSSIBLE DIPLOMATIC ACTIONS AGAINST THE 
ISLAMIC REPUBLIC, THEY AND THEIR IMPERIALIST MASTERS FIND THE ESTABLISHM- 
ENT OF THE ISLAMIC RULE TO THE DETRIMENT OF THEIR OWN SOVREIGNTY. 

OTHER WISE, THE HEADS OF PREVIOUS IRANIAN REGIME WOULD NOT HAVE BEEN ABLE 
TO PLUNDER HUGE AMOUNTS OF IRANIAN FUNDS THROUGH KUWAITI BANKS. IN HIS 
MEETING WITH THE IRANIAN CHARGE D 'AFFAIR, KUWAITI FOREIGN MINISTER DENIED 
KUWAITI PARTICIPATION IN DIRECTING PROPAGANDA AGAINEST THE ISLAMIC REPU- 
BLIC, WHEREAS IN DOCUMENT NO 35, A KUWAITI OFFICIAL TELLS AN AMERICAN 
EMBASSY OFFICIAL THAT KUWAIT HAD INSTRUCTED AL-ANBA PAPER TO CRITICIZE 
IRAN. 


OTHER THAN KUWAIT'S POSITIONS VIS-A-VIS THE ISLAMIC REPUBLIC, LET US 
SEE HOW THE HISTORICAL BACKGROUNDS OF KUWAIT AND THE U.S. INTERESTS IN 
THAT SMALL COUNTRY ARE DESCRIBED BY PRESENT DOCUMENTS. 

BEFOR 1946, OIL WAS UNKNOWN IN KUWAIT. ITS GOOD INHABITANTS FORMED A 
PORT SOCIETY MAINLY DEPENDENT ON FISHING AND LIMITED TRADE . SUCH A SOCIETY 
WAS OF NO INTEREST TO THE EUROPEAN AND AMERICAN PLUNDERERS, THEREFORE, IN 
THOSE DAYS, KUWAIT WAS IMMUNE TO FOREIGN AGGRESSION. THE DISCOVERY OF OIL 
BROUGHT ABOUT AN ACTUAL CATASTROPHE FOR THE KUWAITI NATION, BRITAIN WHICH 
WAS THE ONLY DOMINANT FOREIGN FORCE BEFORE 1961, WAS JOINED BY THE U.S. 
AND FRANCE IN EXPLOITING MUSLIM ASSETS IN ACCORDANCE WITH THE WORLD POLI- 
TICAL CONDITIONS. 

CURRENT OIL INCOME ( $ 12.8 BILLION IN 1977 ) HAS CHANGED PRESENT DAY 
KUWAIT TO SUCH AN EXTENT THAT NO SIGN OF THE PRE-OIL- PERIOD - KUWAIT IS 
OBSERVABLE TODAY. BUT IN ORDER TO UNDERSTAND BETTER THE REALITY BEHIND 
EUXIRIOUS AND EXPENSIVE CARS AND MODERN BUILDINGS ONE QUESTION COMES TO 
MIND AND THAT IS IF JUST THAT'S THE PRICE OF THE BLACK GOLD EXPLOITED IN 
THAT SMALL COUNTRY. 

THE ABUNDANT RICHES OF THE KUWAITI RULERS HAVE ABSORBED AN IMMIGRANT 
POPULATION WHICH COMPRISES 50% OF KUWAITI INHABITANTS AND 70% OF ITS WORK 
-FORCE. THE U.S. MILITARY, PETROLEUM AND CULTURAL ADVISORS PREPARE PLANS 
AND PROJECTS THAT ARE TO BE CARRIED OUT BY IMMIGRANT ESPECIALI STS . THE 
NATIVE KUWAITIS ARE SUPPOSEDLY MANAGING 'THE SOCIETY IN BETWEEN THE ABOVE 
MENTIONED CLASSES . BUT IF THE OIL PRODUCTION OVER LOSES ITS VIABILITY 
NEITHER THE AMERICAN ADVISORS NOR THE ASIAN WORKERS WOULD BE INTERESTED 
TO LIVE IN THE HOT AND HUMID KUWAIT. 

RELATIVE WELFARE UNDOUBTEDLY EXISTS IN KUWAIT WHICH IS PERHAPS THE 
RESULT OF THIS GOD-GIVEN FORTUNE. THERE IS A DIFFERNCE BETWEEN THE 
KUWAITI RULING PROCEDURE AND THAT OF THE SAUDIS WHICH IS POSSIBLY DUE TO 
THE SMALL KUWAITI POPULATION AND ITS GEOGRAPHIC LOCATION .UNLIKE THE SAUDI 
KING, EMIR OF KUWAIT DOSE NOT CONSIDER HIMSELF THE LEADER OF ALL MUSLIMS 
THROUGHOUT THE WORLD. THE SAUDIS CLAIM THAT THEY HAVE ADOPTED QURANIC LAWS 
AS THE CONSTITUTION IN SAUDI ARABIA BUT IN KUWAIT THIS CLAIM HAS NO 
PRACTICALITY, THEREFORE BY FORMING A PARLIAMENT FOR THE PROVISION OF A 
KUWAITI CONSTITUTION ITS RULERS CLAIM TO BE STRIVING TO ACHEIVE DEMOCRACY 

THE IMMIGRANT POPULATION, WHO PLACE NATIVE KUWAITIS IN MINORITY, HAVE 
ALWAYS BEEN CONSIDERED AS A THREAT TO THE RULING FAMILY. TO NEUTRALIZE 
■THIS THREAT, THE GOVERNMENT OF KUWAIT HAS EMBARKED ON SOME WELFARE ACTIV- 
ITIES. ACCORDING TO THEM, ALL FOREIGN CITIZENS ARE TO COMPARE THEIR STATUS 
QUO WITH THEIR LIVING CONBITION IN THEIR OWN COUNTRIES, THEREBY AVOIDING 
ANY POLITICAL MOVES THAT COULD DISRUPT THEIR PRESENT SITUATION. VARIOUS 
DOCUMENTS ARE RELATED TO THE POSSIBILITY OF POLITICAL DISRUPTIONS 
ESPECIALLY IN THE OIL SECTOR, WHICH. HAS ALERTED THE U.S. AND EUROPE, DUE TO 
THE ISLAMIC REVOLUTION. 

MATERIALIST U.S. AND KUWAITI ANALYSTS FINALLY PRESCRIBED BETTER LIVING 
CONDITIONS FOR PALESTINIANS AND SHI'ITE MUSLIMS AS A PREVENTIVE AGENT TO 
THE FORMATION OF ORGANIZED MOVEMENTS. THE MOST SURPRISING POINT IS THAT 
KUWAITI RULERS ARE FEARFUL OF MUSLIMS WHO HAVE COME TO THIS LAND IN ORDER 
TO ESCAPE THE OPPRESSIVE MEASURES OF THE REGIME OCCUPYING QUDS , BUT THESE 
RULERS JUSTIFY THEIR COEXISTENCE WITH THE EUROPEANS AND AMERICANS WHO 
HAVE OCCUPIED KEY GOVERNMENT POSITION IN KUWAIT. 

- IF THE ENGULFING SAUDI POVERTY IS NOT EVIDENT IN KUWAIT, ONE HAS TO 
IJNDERSTAUD THE SOCIAL CONDITION, AND ASK, WHETHER THE GOVERNMENT OF KUWAIT 
HAS PROVIDED THIS MEAGER WELFARE IN ORDER TO PREVENT POLITICAL, SOCIAL 
GROWTH AND UNDERSTANDING ? 
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OTHER THAN WELFARE PRIVILEGES, KUWAITI NEWSPAPERS AND MASS MEDIA 
BRAVELY CRITICIZE REGIONAL POLITICS ESPECIALLY THOSE RELATED TO PALESTIN_ 
IANS, PRETENDING THAT KUWAITI GOVERNMENT IS EXPLOITING ITS BOUNDLESS 
RICHES IN LIBERATING THE BELOVED QUDS . THIS IS DONE SO THAT THE KUWAITI 
RULERS' BELIEF IN THIS PRINCIPLE IS NOT QUESTIONED BY PALESTINIANS. 

THE REACTIONARY ARAB REGIMES WHO ARE AWARE OF MUSLIM ARAB SENSITIVITI_ 
ES WITH REGARDS TO PALESTINIAN CAUSE, CHANT SLOGANS AGAINST ISRAEL AND IN 
FAVOR OF PALESTINIAN SUPPORTERS ( ESPECIALLY THE MODERATE FACTION ). 
GOVERNMENT OF KUWAIT ALSO FOLLOWS THE SAME T.RACK, IN ORDER TO DETRACT THE 
PUBLIC KUWAITI ATTENTION FROM INTERNAL PROBLEMS AND DISSATISFACTIONS , 
THEREBY ENGAGING THEM IN RHETORICAL ARGUMENTS BROUGHT FORTH BY VARIOUS 
PAPERS SOME PRINTED IN KUWAIT, OTHERS IN EUROPEAN CAPITALS IN ARABIC. 

DOCUMENT NO 34 EXPLAINS THE CONTROL MECHANISM OF KUWAITI GOVERNMENT ON 
PRESS. ALTHOUGH THESE PAPERS CONTAIN POLITICAL VIEWS AND CRITIQUSE ESPEC_ 
IALLY ON ARAB WORLD ISSUES, THEY NEVER QUESTION THE LEGALITY OF AT, -SABAH 
RULING FAMILY. DISCUSSING ARAB ISSUES THAT ARE SUBSTANTIALLY RELATED TO THE 
PALESTINIAN PROBLEM IS ANOTHER MEANS OF PREVENTING PALESTINIANS RESIDING 
IN KUWAIT FROM DEMONSTRATING THEIR DISSATISFACTION WITH REGARDS TO THE 
EXISTING SOCIAL DISCRIMINATIONS. FOLLOWING THE TREACHERY OF SADAT TO THE 
PALESTINIAN CAUSE THROUGH THE SIGNING OF CAMP DAVID ACCORDS , KUWAITI PRESS 
SUPERFICIALLY DECLARED THEIR OPPOSITION TO THIS TREACHERY. THE DOCUMENT 
JUSTIFIES THIS PRESS ACTION IN THE FOLLOWING WORDS " EXPRESSLY AS A FROM 
OF ESCAPE VALVE, A WAY FOR THE LARGE PALESTINIAN COMMUNITY TO BLOW OFF 
STEAM WITH MINIMUM DAMAGE DONE." 

THE SAME DOCUMENT FURTHER GOES ON THAT IF EVER A PAPER CRITICIZES AN 
INTERNAL PROBLEM IT IS CERTAINLY DONE UPON THE INSTRUCTION OF KUWAITI 
EMIR, WHERE AS, IF A MEMBER IS UNWANTEDLY ATTACKED, EMIR WILL ORDER THE 
RAPID SUPPRESSION OF THAT PARTICULAR PAPER. 

SO FAR, IT HAS BECOME CLEAR THAT THERE IS NO DIFFERENCE BETWEEN THE 
SAUDI AUTOCRACY AND THE SO-CALLED KUWAITI DEMOCRACY, AS A MATTER OF FACT 
THEY ARE ONE AND THE SAME. 

DUE TO SPECIFIC POPULAR AND TERRITORIAL CONDITIONS AND NOT THE KUWAITI 
RULING FAMILY'S MERCY ON THE PEOPLE, THEY HAVE SPENT PART OF THE OIL-INCOME 
ON PUBLIC AFFAIRS, ESTABLISHING A WIDE GAP BETWEEN THE LEAST EXISTING 
WELFARE IN KUWAIT AND THAT OF THE DEPRIVED ARAB PENNINSULAR MASSES. 

IN OTHER WORDS THE GOVERNMENT OF KUWAIT IS TRYING TO PERPETRATE THE 
BOUNDLESS AND UNNECESSARY EXPENDITURES MADE BY AL-SABAH'S RULING FAMILY. 
FOR THE SAME REASON THE FREE-WORLD MARKET MUST BE SUPPLIED WITH KUWAITI 
OIL, AND THE KUWAITI OFFICIALS BELIEVE THIS TREND TO BE IMPOSSIBLE 
WITHOUT THE PARTICIPATION OF AMERICA AND HER ALLIES. THE SAME IDEA SHAPES 
OTHER KUWAITI POLICIES. 

IN THE FIELD OF FOREIGN POLICY KUWAIT TRIES TO GET ALONG WITH ALL OTHER 
COUNTRIES THAT ARE SAMEHOW CAPABLE OF DISRUPTING THE PRESENT INTERNAL 
SITUATION IN KUWAIT. DESPITE THE HISTORICAL GREED OF ALL GOVERNMENTS THAT 
CAME TO POWER IN IRAQ, FOR EXAMPLE, KUWAIT, SAMEHOW, TRIED TO MAKE FRIENDS 
WITH IRAQUIS. ON THE OTHER HAND, KUWAIT IS THE ONLY COUNTRY ON THE PERSIAN 
GULF COAST WHICH HAS ALLOWED RUSSIA TO HAVE AN EMBASSY THERE-, THEREBY 
ESTABLISHING DIPLOMATIC TIES WITH IT. 

- CONCERN OVER PROGRESSIVE AND RADICAL ARAB COUNTRIES' INTENTIONS ON THE 
EXTERNAL SECURITY SIDE, AND HORROR OVER THE INTENTIONS OF PALESTINIANS 
RESIDING IN KUWAIT HAVE COMPELLED IT TO SUPPORT THE PALESTINIAN CAUSE. IN 
THIS PERSUIT , KUWAITI RULERS WHO ARE AWARE OF THEIR OWN INCAPABILITY IN 
REPULSING AN EXTENSIVE MILITARY AGGRESSION, ENDEAVOR TO HINDER SUCH 
AGGRESSIONS UNTIL A FOREIGNER CAN COME TO THEIR RESCUE. 


INVESTMENT ON INTERNAL INDUSTRIES WHICH IS COUPLED WITH AN INFLOW OF 
FOREIGN WORK-FORCE IS DIVERTED TO INVESTMENT OF KUWAITI FUNDS IN OTHER 
COUNTRIES, ESPECIALLY U.S.A. THE REASON IS THAT BESIDE THE SHORTAGE OF 
SPECIALIZED MANPOWER, KUWAIT IS UNWILLING TO ALLOW ITS NATIVE COMMUNITY 
TO BECOME MORE AND MORE OF A MINORITY. IT MAKES ALL POLITICAL MOVES , 
MILITARY POLICIES, ARMS PURCHASES, AND ADOPTS ALL DECISIONS REGARDING THE 
TRAINING OF ITS ARMED FORCES AND THE SELECTION OF PLACES FOR INVESTMENTS, 
ALWAYS TAKING INTO CONSIDERATION AMERICAN ATTITUDES AND CONDITIONS. 
CONSEQUENTLY, KUWAIT CONNOT MOVE QUTSIDE THE JURISDICTION REGULATE® FOR 
IT AND OTHER SUBORDINATE STATES BY AMERICA. 

A GLANCE AT THESE DOCUMENTS PROVE THAT THEY ARE NOT SHORT-TERM REPORTS 
BUT RELATED TO KUWAITI PETROLEUMS ISSUES, ITS RATE OF PRODUCTION AND 
SITUATION REPORTS ON PETROLEUME INDUSTRIES .AMERICAN AND BRITISH COMPANIES 
THAT DOMINATE KUWAIT. IT IS CLEAR THAT AMERICA DESIRES THE OIL THAT 
EXISTS IN KUWAIT AND OTHER ISLAMIC COUNTRIES LIKE IT. TWO OF THE C.I.A 
DOCUMENTS DISCOVERED AT THE AMERICAN EMBASSY IN TEHRAN INCLUDE PETROLEUME 
ISSUES AND THE C.I.A CONTACTS IN THIS FIELD. 

WHEN OIL PRICES INCREASE AS A RESULT OF WORLD ECONOMIC CONDITIONS 
PARTLY STIMULATED BY THE ISLAMIC REVOLUTION AND U.S. DOLLAR DEPRECIATES, 
GOVERNMENT OF KUWAIT IS THE LAST ONE TO ADJUST ITS PRICE OF OIL TO THAIT OF 
OTHER OIL EXPORTING COUNTRIES. 

ULTIMATELY THE DEPUTY OIL MINISTER OF KUWAIT ASSURES AMERICANS WHO ARE 
DISSATISFIED WITH THE PRICE INCREASE THAT IT WILL NOT JEOPARDIZE U . S-. 
INTERESTS. THE AMERICAN MASTER WELL UNDERSTANDS THE POINT, SINCE THE 
KUWAITI OIL INCOME WILL EITHER GO TO FRIENDLY NATIONS IN THE FORM OF LOA- 
NS, OR WILL BE RETURNED TO AMERICAN AND ZIONIST CAPITALISTS IN THE FORM 
OF INVESTMENT IN PURCHASING LAND OR WEAPONRY. 

IT IS A PITTY THAT A COUNTRY LIKE KUWAIT ENDOWED WITH ONE OF THE 
RICHEST RESOURCES, IS IN THE HANDS OF A GROUP OF CORRUPT PEOPLE WHO HAVE 
PLACED THEMSELVES : WHOLEHEARTEDLY AT THE DISPOSAL OF THE ENEMIES OF ISLAM 
NHILE THEY COpLD SUPPORT THE OBJECTIVES OF ISLAM AND THE MUSLIMS IN 
DESTROYING INF IDLES AND ENEMIES . KUWAITI RULERS AND THF.IR AMERICAN MASTERS 
ARE TRULY FEARFUL OF THE EXPANSION OF ISLAMIC MOVEMENTS, AND THIS FEAR 
WILL INCREASE BECAUSE OF THE HOSTILITY OF THE " GREAT SATAN " AND ITS 
ALLIES AGAINST ALL ISLAMIC MOVEMENTS IN THE REGION.' THE CONCLUSIONS REAC- 
HED BY ALL MATERIALIST AMERICAN ANALYSTS ON KUWAITI SITUATION CANNOT 
PREVENT KUWAITI PEOPLE FROM COMING UNDER THE INFLUENCE OF ISLAM. 

THE SO-CALLED DEMOCRACY IS REVIVED AND THE NATIONAL ASSEMBLY IS REESTABL- 
ISHED IN KUWAIT EXACTLY AS A SIDE EFFECT OF THE ISLAMIC REVOLUTION OF 
IRAN. ACCORDING TO THESE DOCUMENTS, IT IS THE U.S. WHICH IS IN NEED OF 
KUWAIT AND THE KUWAITIS, AND IF THE KUWAITI POPULATION DECIDE THEY COULD 
EASILY THROW AMERICANS AND ALL OTHER COLONIALISTS OUT OF THEIR COUNTRY , 
BECAUSE, THE IMAM, THE LEADER OF THE OPPRESSED- NATIONS HAS SAID:” GOD HAS 
NEVER DECREED THE DOMINATION OF INFIDLES OVER MUSLIMS. THUS MUSLIMS MUST 
NOT SURRENDER TO INFDLES DOMINATION. " 

MAY ALL ISLAMIC TERRITORIES BE LIBERATED FROM THE CLUTCHES OF THE 
EASTERN AND WESTERN WORLD -MONGERS . 

"MUSLIM STUDENTS FOLLOWING THE " 

LINE OF THE IMAM. 
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Mr. H^YaGGUI uid that Kuwait will b* —king a sows for lucreaesd oil m—M 
It li studying tbs situs tl on for the sonant, wsl "if Uts trials— cs:i do it 
•o sin Kuwait. * Hi ahruc;ed off argus—ta utsl by tbs Gftah tbit iron nose s 
ths rsvenuw for s srloua soon onto develop— projects snd has i population 
•xceeoing thoss sf her oil producing neighbors. Hi sold Cum sit hss its awn 
devalepsant progrs— which havs produced fir bitter results tbin t hene if 
Iran. Moreover, Cum sit hss <*ily oil while Iron hss —qy other rseouro— ss 
mil. Iran's basis weakness b— be— its Inability in utilise its resources 
skillfully. 

Mr. H-Isgout Is s painter who his sxnibltad his works s lumber of tl—a 
before cooing to Iren. He Is also dee ply interested In suaic (Mosert, 
Beethoven, end to so— extent Urafa— ) snd in poetry. He hss studied In 
Salshurg end Vienne. Us le strongly tr editions!- islnded end looks dews — 
anything that carriers the lsbel of "nodern" in the field of art. He oak- 
little effort to conceal his orientation tward the UAh (We firth]/ are 
nothing without fcgypt*) and his antipathy toward Iran (except for the soeoary). 
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January 20, 1972 

^Xitivi.Uii. 11 . A* AI-Atciviqx, Kuwaiti CKarge, Tehran 
CUw'^u W. iicCaskill, first Secretary of Efctbassy 

rAIik 17, 1972 

XXACK; Cur.. «uviv<.vrui Restaurant 

JUBJKCT: 1. i.baouce of Kuwaiti Amba^taaor from Tehran. 

£« finding of liqpuliiiona of Iranians frun Iraq. 

.'...’lOTilil/u-L’iu.'. 1 '; 

XC.i OK iliSA/ARP Amowbuaey hOSGtftf 

WL (3) EOXI AufeCibwaar KUWAIT CRU 

XOL/BIO - NiA/lRU Alucubasay LOWfOK 


• * Ab^efjo: of Kny-.:lt: I iaabafcoauc. / fxa Tehr an: (Background: Iranian 
Aubatu&dor iitedi&nt&L Jo Kuwait Fereidun Zundfurd returned tc Tehran 
v.bout ten dtyo ago oinee the GOK — in reaction to Iranian occupation of 
bne Gulf icluucia — hud never given him an uppointaeat to present his 
creoentihlu- iandfiuu’e departure via in response to "indie* tierin' 1 from 
»*ho GOK that it vouier te bcat if he temporarily returned to Tehran and 
tie plans to retain in Tehran until such time as the GOK indicates it a 
readiness to receive him. [ Zand fur d hinaelf told ua January 1& he "cannot 
i<i optimistic" nbout an early return to Kuwait and cannot Buy Just when 
M: night go tack*] Shortly after Zandfard'a return to Tehran, it waa 
announced in the press that Kuwaiti Ambassador to Iran Al-Subah had gone 
'go Kuwait oh vacation — giving rise to wide speculation that A 1 -Sabah 
vas ordered back to Kut^it as another sign of the GQK*u displeasure 
with Iranian landings on. the Gulf Islands.) 

On January 17, I asked A l-Jitcecji, about his Ambassador's whereabouts, vuy- 
..a*i I had hcuru that he hud gone to Kuwait. Al-iVtceqi confirmed Al-Sabuh ' s 
absencu, sayin v v; ha hud gone to Kuwait on vacation. I pushed him a bit, 
aaid.iig if the GOK had indeed order uu liiai head. AI-Ateoqi inflated tluxt his 
ttibcui sudor *s defeat \uo hue no political significance, saying that "now 
U; a good time to tale leave” since the weuv.hsrr in the Gulf is much more 
ieca-unt th.i * time ot the year than the weather of Tehran. Asked jokingly 
-■■ j.‘ the iViibar factor's trip could be aoAsic-ered a “tiiploaivfcic vacation 1 ', he 
.ax-hatically danifcc: 'that thin is tho case and mumbled something to the 
. ■foci; that "the Ira.-ians undctratnnd this", lit refused to speculate 
.iow long the Aabast.-eor will bo away. 
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2. ^pK'QlteEulalo ns of Iranians from Ira q; I asked Al-Ateeqi If 
Ue could explain why the Iraqi Government had suddenly stopped expelling 
Iranians from Iraq, He replied that he would first like to say that 
those persons who were forced to leave Iraq were not "refugees". They 
he Iranians who entered Iraq illegally, seeking work, many 

of thsm without passports, entry visas, or work permits, and the Govern- 
ment of Iruq had a cletr right to force them to leave. The same situation 
pertains to Kuwait, he said, where many Iranians go to seek work, most 
of them wit tout documentation of any kind. The Government of Kuwait 
rounds those people up form time to time, he said, and forces them 

.!L le f r8 ‘ He the del 'inite impression that his Government nei th er 
expects nor receives any reaction from Iran when those deportations 
xroai Kuwait occur. 

Returning to why the flood of Iranians from Iraq — whatever one labels 
them — tod suddenly stopped, Al-Ateeqi replied that "Hussion intervention" 
had brought about Iraq's reversal of its policy. He did notspeclfically 
rule out other factory but he made it clear that he considered the 
Soviet role tne douinSit factor by saying that "no other country could 
tore such influence on the Iraqi Government* H 
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ACTION: 

p a 011343Z MAR .78 - v TUT T 1 PXT TT £vli 

FM AMEH8ASSY KUWAIT Ai jj - -L • 

TO RUEKC/3'*3Tf.IE 'MSHDC PRIORITY 0333 
INFO: imfo RU0:;3I /AiiE;13AS3r ii3U DHA3I 37"64 

amb/ 'RUFHRS/A -.Z'13ASSY ALGIERS 3751 

, — zsn/ijsiut Baghdad j 

OCM/ — RIJFHOL /A ITEMS AS SY BOHN 0393 ''"7 

SA RUFH5S /A YE M3 ASSY BRUSSELS 0486 A r>"T\ f 

pn.-J, RUESRS/AM5H3AS3Y CARACAS 0349 ML. ! ! V. 

“ RU8MOD/AHEMBASSY D0H A H49 

ECON SU3 ilDH/AMCONSUL DHAHRAN 3557 O 

PM ' RUK03T/AMEMBASSY JAKARTA 0286 T • 

usis/ RUFH8V AJSMISSION GENEVA 3163 

RUQMRA/AHEMBASSY JIDDA 5351 

CONS FJUTaLS /AIIEMBaSSY LAGOS 0299 

O R / RUFHLC/aMEMBASSY LIBREVILLE 0163 

ADM RUDTC/AMEMBAS3Y LONDON 2947 

RUQMAM/AMEtlBASSY MANAMA 3237 

GS0 RUFHPS/AMEMBASSY PARIS 1857 

BF RUESQI/aMEMSASSY 0UIT0 0169 

PER RUQMHR/aIIEMBaSSY TEHRAN 4197-?£ 

HU " RUEHKO/AMEMBASSY TOKYO 0480 

RU3MTI/AMEMBASSY TRIPOLI 1061 

HSU RUFHAU/AHEM3ASSY VIENNA 0324 

MSG RUEHDT/USMISSION USUN NEW YORK 0654 
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TCU 

MP 

OAQ 
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AGR_L 

OEA 

IRS 

TCTR__ 
.,y CEO^ 

* <l.cru_L 

¥ SHIR 1 


E.O. 1 1 6528 GDS 

am!’: NEfKUWAIT’oiL^INISTER COMMENTS ON OIL PRICES ADD OPEC 
CONSULTATIVE MEETING 

REF; (A) ABU DHABI 0461 , (B> KUWAIT 0116 (NOTAL) ■ 

I cummaov KUWAIT’S NEW OIL MINISTER, SHAIKH ALT KHALIFA- 
AL-SA3AH'i CORROBORATES THAT OPEC CONSULTATIVE MEETING IS BEINu 
CONSIDERED FOR LATE MARCH/EARLY APRIL AMD SAYS IT 
WILL BE HELP IN SWITZERLAND,. HE ® E ^UV^> THAT D^LIfL 
Jrrr- S?*! — PSTPV W OIL AND IN VALUE OF DOLLAR JUSTIFY h.l 
^IL PRICE RISE AND PLANS TO PUSH FOR THIS AT OPEC MATING. 

END SUMMARY. 

2. IN MEETING FEB. 28 (SEE SEPTELS) N Etf KUUAI pL 

OIL MINISTER, SHAIKH ALI KHALIFA AL-JA3AH, AffiASSADOR 
INQUIRED ABOUT PROPOSED OPEC CONSULTATIVE MEET. No 
WHICH SHAIKH ALI’S PREDECESSOR KAO MENTIONED TO US (Rc.F 
BIOHAIKH ALI SAID THAT OPEC MEMBERS WERE CONSIDERING 
MEETING BUT HAD NOT DECIDED WHETHER TO HOLD IT I N LA . E 
match OR EaRLY APRIL, it WOULD PR03ABLY Be. Hr.LD IN 
SWITZERLAND AND WoOlS BE. TO DISCUSS "ALL THE SUDJEClS. 

WHICH WERE PUT OK D E^^C^PEJ^9|j»^|* H0?t ‘ 
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HE SAID, "THERE WILL BE DISCUSSION OF A PRICE RISE. iF 
NOBODY ELSE RAISES THE SUBJECT, I WILL." 

3. MINISTER FELT IT WAS UNFAIR AND NOT TO THE ULTIMATE 
AMERICAN 2ENEFIT FOR THE US TO HOLD SAUDI ARABIA AND 
IRAN TO THEIR WORD REGARDING PRICE FREEZE. WHEN THEY 

Hade their commitment, ali khalifa. said, these two 

COUNTRIES DID NOT EXPECT THE DOLLAR TO FALL AS BADLY AS 
IT HAD. HOLDING SAUDIS AND IRANIANS TO THEIR COMMITMENT 
WOULD NOT 3E IN U.S. INTEREST FOR FOLLOWING THREE REASONS: 
(A) BECAUSE OF THE DECLINE OF THE DOLLAR AND THE PRICE 
FREEZE, ALL OPEC COUNTRIES WERE "FEELING (BUDGETARY) 
PINCH." THIS WOULD LEAD TO INEVITABLE PRESSURE FOR A 
PRICE RISE. (B > REDUCTION OF REVENUE WOULD LIKELY 
HAVE ADVERSE EFFECT ON THEIR FOREIGN ASSISTANCE LEVELS. 

(C) ALL INDICATIONS WERE THAT THE PRICE RISE WAS 
INEVITABLE AND, THEREFORE, THE LONGER IT IS DELAYED THE 
MORE DRASTIC IT WOULD BE. MINISTER SAID THE COULD ACCEPT 
THE IDEA OF FREEZING PRICE IN REAL TERMS BUT NOT IN 
NOMINAL TERMS. TO DO SO, WOULD MERELY BE TO PROVIDE 
DISINCENTIVE AGAINST THE DEVELOPMENT OF ALTERNATIVE 
INERG Y SOURCES, WHICH WAS NOT IN OIL CONSUMERS’ INTEREST. 


4. AMBASSADOR POINTED OUT THAT, WHATEVER THE LONG 
TERM ARGUMENTS, THE FREEZE IN OIL PRICES NOW WAS VERY 
IMPORTANT IN ORDER TO GIVE THE WORLD ECONOMY A BREATHING 
SPELL. MINISTER RESPONDED THAT HE WAS QUITE FAMILIAR 
WITH THESE ARGUMENTS, BUT WAS CONVINCED FROM VARIOUS 
AMERICAN STUDIES HE HAD READ, INCLUDING THOSE OF 
BROOKINGS, CITY CORP., CHASE AND OTHERS, THAT THE EFFECT 
OF A PRICE INCREASE ON THE WORLD ECONOMY WOULD BE MINIMAL 
AND ACCEPTABLE. EVEN WITHOUT CHANGES IN MONETARY OR 
FISCAL POLICY, HE CLAIMED OECD ECONOMIES COULD ABSORB 
AN OIL PRICE INCREASE. . 

5. NOTING THAT ECONOMISTS OFTEN DISAGREE, AMBASSADOR 
EMPHASIZED THAT USG FELT STRONGLY THAT PR ICE FREEZE 
SHOULD BE MAINTAINED FOR THE YEAR, OF WHICH, AFTER ALL, 
ONLY TWO MONTHS HAD PASSED. MOREOVER, THE LARGE U. S. OIL 
IMPORT BILL HAS HAD A NEGATIVE EFFECT ON US DOLLAR. 

6. MINISTER THEN ASKED WHETHER USG INTENDED TO ASK IRAN 
AND SAUDI ARA8I TO STICK TO THEIR PROMISE REGARDING 
PRICE FREEZE EVEN IN LIGHT OF THE DETERIORATION OF THE 
DOLLAR. AtMBASS.AD OR REPLIED THAT HE THOUGHT IT UNLIKELY 
WE WOULD CHANGE OUR POSITION IN FAVOR OF AN OIL FR ICE 
FREEZE THROUGHOUT 1978. HE BELIEVED SHAH WOULD STAND BY 
HIS COMMITMENT TO PRES. CARTER At© THAT THE SAUDIS WOULD 
CONTINUE TO SUPPORT SUCH A FR ICE FREEZE. MINISTER ENDED 
DISCUSSIOW OF SUBJECT BY SAYING THAT, IN HIS VIEW, WHILE 
THE DOLLAR MIGHT IMPROVE SOMEWHAT BY THE SUMMER OF 1978, 
IT WOULD PROBABLY THEN DECLINE TO ITS PRESENT LOW LEVELS 
LATER IN THE YE PR. THEREFORE, IT SEEMED FAIR TO SEEK 
PRICE ADJUSTMENT NOW. 



CC^FIEGHTIAL f 

7. COMMENTS AS THIS AM) SE.PTELS INDICATE, MINISTER IS 
SINGING QUITE A DIFFERENT TUNE FROM HIS PREDECESSOR. HE 
BELIEVES THAT A DECLINING REAL PRICE FOR OIL DOES NOT 
MEAN THAT KUWAIT SHOULD INCREASE PRODUCTION ANT) SALES. 
RATHER, KUWAIT SHOULD INCREASE PRICES EVEN IF THIS MEANS 
DECREASING PRODUCTION. AS FORMER MIN FIN UNDERSECRETARY, 

HE IS INTENSELY INTERESTED IN THE FINANCIAL SIDE OF OIL 
QUESTIONS A I'D HAS BEEN NAMED A MEMBER OF A NEW GOK 
MINISTERIAL COMMITTEE SET UP TO STUDY THE "DOLLAR PROBLEM," 
CONSISTING OF, BESIDES OIL MINISTER, MINISTERS OF 
FINANCE, PLANNING AND COMMERCE. HIS VIEWS, REFINED BY 
CABINET LEVEL DISCUSSION, COULD BECOME TEMPERED SOME- 
WHAT BY THE TIME OF THE LATE MAR CH/ EARLY APRIL OPEC 
CONSULTATIVE MEETING. KUWAIT* S 2 MILLION 3/D PRODUCTION 
GIVES IT CONSIDERABLY LESS CLOUT THAN LARGER SAUDI AND 
IRANIAN PRODUCTIONS, BUT, IF THERE IS ANY SIGN OF 
WEAKENING OF EITHER OF THESE TWO GIANTS ON THE PRICE 
FREEZE QUESTION, SHAIKH ALI WILL TRY TO MAKE THE MOST OF 
IT AT THE NEXT OPEC MEETING. 
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CONTROL NO. Y 06 > 


MAR I 6 ]978 


P 151432Z MAR 7S 
FM AMEMBASSY KUWAIT 

TO RUEHC/SECSTATE UASHDC PRIORITY 0458 
INFO RUQHB I/AMEMBASSY ABU DHABI 3305 
RUDKE3Q/AMEMBASSY BERN OG4 S 
RUFHOL/AM EMBASSY BONN PRIORITY 0406 
RUFHBS/AMEffi ASSY BRUSSELS 0536 
RUQMRA/AMEM3 ASSY JIDDA 5388 
R’JDTC/AMEMBASSY LONDON PRIORITY 2969’ 
rufnps/amembassy Paris priority 1874 
rugmhr/amemb«ssy Tehran 4228 

RUEHKO/AMEMBASSY TOKYO PRIORITY 0490 
RUEATRS/DEPT of treasury 
BT 
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ACTION COPY 

E.O. 11652.* XGDS-l 
TAGS: EFIH, KU 

SUB J : GOK SUSPENDS PURCHASE OF FOREIGN CURRENCIES 

REF: KUWAIT 1388 (NOTAL) <■ 

1. AT MARCH 14 RECEPTION IN HONOR OF RETIRING COMMERCIAL / 
BANK CHAIRMAN CAT WHICH GUEST LIST VALUED IN MULTI -MILLIONS) 
AMBASSADOR HAD OPPORTUNITY FOR VERY BRIEF~EXCHANGE WITH 
KHALID ABU SA’UD-, AMIR’ FINANCIAL ADVISOR. ABU SA’UD 
CPLEASE PROTECT)- INFORMED HIM THAT GOVERNMENT HAD ISSUED 
INSTRUCTIONS TO ITS AGENTS THAT SAME DAY NOT TO BUY FOREIGN 
CURRENCIES WITH KUWAITI-HELD DOLLARS AND TO HOLD 

PRESENT INVESTMENT POSITIONS. AMBASSADOR EXPRESSED 
APPRECIATION FOR THIS EXAMPLE OF KUWAITI COOPERATION. 

2. COMMENTING ON PRESENT DOLLAR RATE OF EXCHANGE, 

A3U SA’UD FELT THAT THE ADDITIONAL $2 BILLION CON TOP OF' 
PREVIOUS $2 BILLION) FROM US-GFRMAN SWAP AS RECENTLY 
AGREED BY US AND FRG WILL BE INSUFFICIENT TO PROP UP DOLLAR 
UNDER PRESENT CONDITIONS. HE BELIEVED THAT AMOUNTS UP 
TO $10 BILLION WOULD BE NEEDED TO STABILIZE THE DOLLAR AT 
THIS TIME. 

MAESTRONE 
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AM8 L 

DCmIZI 

SA 

POL 3* 
ECON 

PM L_ 

usi$__L 

CGNS_^_ 


ADM 

GSO 

BP 
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HU 

RSO 
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SCRO 

CRO 

TCU 

MP_ 

DAQ 
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R 050 845Z APR 7 8 * J-\„ u \, a.W :W* « * 

FM AMEMBASSY KUWAIT 
TO RUEHC/ 5ECSTATE UAS1DC 620 
INEO RUTAU/ AMEMBASSY ABIDJAN 2316 
RUOMBI/ AMEMBASSY A9U DHABI 3 836 

RUFIR&'AME'^ASSY ALGIERS 0 7 59 v 

RUQMKG/ AMEMBASSY AMMAN 2541 Ay 

ZEN/USINT BAGH5AD 'vJA/ _ 

ZEty AMEMBASSY BEIRUT 'V 

RUFHOl/ AMEMBASSY BONN 2413 > "VJPV’ 

R UFHBS/ AMEMBASSY BRUSSELS 0522 f 

RUEUEGA AMEMBASSY CAIRO 1821 

RUSSRG/ AMEMBASSY CARACAS 035 7 

RUT ADR/ AMEMBASSY DAKAR 2019 

RUQMDM/ AMEMBASSY DAMASCUS 1162 

RUQMOD/ AMEMBASSY DOHA 1798 

RUFHGV/ AMEMBASSY GENEVA 2171 

RUSBQD/ AMEMBASSY ISLAMABAD 0187 

RUQMRA/ AMEMBASSY JIDDA 5434 

RUQM KM/ AMEMBASSY KHARTOUM 0493 

RUDTC/ AMEMBASSY LONDON 2985 

RUQMMT/ AMEMBASSY MUSCAT 1402 

RUOMNV AMEMBASSY NAIROBI 0148 

RUSBAE/ AMEMBASSY NEW DELHI 0322 

RUE IDT/ USMISSION USUN NEW YORK 0676 

RUFNPS/ AMEMBASSY PARIS 1885 

RUDKBT/ AMEMBASSY RABAT 0490 

RUHRO/ AMEMBASSY ROME 0425 

RUQM KV AMEMBASSY TEHRAN 4249 

RUEHKQ/ AMEMBASSY TOKYO 0493 

RUQMTV AMEMBASSY TRIPOLI 1087 

RUDKKR/ AMEMBASSY TUNIS 05 73 

RUEATRS/DEPT OF TREASURY 
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USOECD 

E.O. 116521 GDS 
TAGS* EFIN, KU, OPEN 

SUBJJ KUWAIT FOREIGN ASSISTANCE, 19 62-197 7 

1. SUMMARY! INTERNAL KUWA IT FIMA ^ ” ™ ^ Y , £7 7 ^ 1 UV AIT ° ^ E S 
tuat cTNnff T ion IMPENDENCE (1961 A® T H? OUGHT 1977* KUwAXt 
hSCgIvIS TOT® 0FS6.2 BIlllON IN AID ($2.5 BILLION IN GRANTS, 
to BILLION IN LOANS AND $1*7 BILLION THROUGH WUDLT 
$ institoti 2 n 9 .^ L Su!?Iit contribute an average of 9.4 perotnt 
OF ITS GNP IN AID DURING 1970-1977, OR ROUGHLY $11,000 PEH 
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K UV A IT I OVER THIS PERIOD. FACT THAT TWO THIRDS ($2.9 BILLION) 

OUT OF TOTAL OF $4.5 BILLION I!) BILATERAL LOADS ADD GRANTS W AS 
GIVEN BETWEEN 1974 ADD 1977 I.' i TC VIES UPWARD TREND IN ASSISTANCE 
SINCE 1973 OIL'F.UCE Dili!. I:.i . EASE IN LOANS TO NON- ARAB 
COUNTRIES FR 04 $5 PERCENT OF TOTAL LOANS IN 1975 TO 48.5 
PERCENT in 1977 ITOIC'.TES BROADENING OF KUWAITI AID TO NON- 
ARAB I'CRLD. REP CRT Dt;“C DOT IDOL IDE FIGURES FOR "DEPOSITS' 

MADE WITH LDC CENTRAL i,Ai!.<S WHICH ARE UNLIKELY TO BE WITH- 
DRAWN, AM) MAY NOT INCLUDE $700 MILLION CONTR I8UT ION TO GULF 
ORGANIZATION FOR THE DEVELOPMENT OF EGYPT (GODD. HENOT, 

FIGURES CITED ARE^ IF ANYTHING, CONSERVATIVE, AND SHOULD BF 
CONSIDERED MINIMUM ESTIMATE OF KUWAIT I FOREIGN ASSISTANCE. 

END SUMMARY. 


2. ECON CHIEF RECENTLY OBTAINED INTERNAL KUWAIT FINANCE 
MINISTRY STUDY, DATED FEB. 15, 1978, WHICH PROVIDES EXTENSIVE 
STATISTICS ON ALL KUWAITI ASSISTANCE FROM YEAR AFTER INDEPENDENCE 
WHEN SUCH AID BEGAIN (1962) THROUGH DEC. 3 1, 1977. DETAIL^ 

AND COPY OF REPORT, WILL FOLLOW BY AIRGRAM. SIGNIFICANT 
INFORMATION PROVIDED BY STUDY IS AS-FOLLOVS. 


3. TOTAL ASSISTANCE HR OVID EDS SINCE 1962 KUWAIT HAS PROVIDED 
TO LDC S APPROXIMATELY $2 BILLION IN LOANS AND $2.5 BILLION 
IN GRANTS. IT HAS CONTRIBUTED $1.7 BILLION TO MULTILATERAL 
AID INSTITUTIONS, FOR A TOTAL OF $6.2 BILLION IN FOREIGN 
ASSISTANCE. MOST OF THIS ($5.45 BILLION) WAS GIVEN IN THE 
PERIOD 1970-1977. 


4. AID TO GNP RATIO. TOTAL KUWAIT GNP FOR THE PERIOD 1970 
THROUGH 1977 IS ESTIMATED TO BE $58.3 BILLION. THE $5.45 
BILLION IN AID CITED ABOVE MEANS KUWAIT, ON THE AVERAGE, 
CONTRIBUTED 9.4 PERCENT OF ITS GNP IN AID DURING THE PERIOD 
1970 THROUGH 1977. SINCE THE AID FIGURE DOES NOT INCLUDE 
LARGE "DEPOSITS' MADE WITH LDC CENTRAL BANKS WHICH ARE 
UNLIKELY TO BE RETURNED, THE ACTUAL AID FIG1F1E, AND AID 
AS A PERCENTAGE OF GNP, IS PROBABLY HIGHER. 


5. PER CAP IT A AID: THE TOTAL OF KUWAIT NATIONALS AT THE END 
OF 1977 WAS ABOUT HALF A MILLION, LEADING TO A ROUGH FIGURE 
OF $11,000 IN AID GIVEN PER KUWAITI OVER 1972-1977. SINCE 
KUWAITI POPULATION INCREASED BY 6 PERCENT ANNUALLY OVER THE 
PERIOD 1970-1977,' THE PER CAPITA AID FIGURE IS IN FACT HIGHER. 
FOR CY 1977, TOTAL LOANS AND GRANTSIN AID AMOUNTED TO 7.50 
MILLION, OR $ 1,503 IN AID GIVEN PER KUWAITI. THIS FIGURE 
DOES NOT INCLUDE ASSISTANCE THROUGH MULTILATERAL INST IT UT IONS, 
WHICH BROUGHT TOTAL ASSISTANCE IN 1977 TO WELL OVER $1 BILLION, 
OR WELL OVER 2,300 PER CAPITA IN AID. 
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6. EXHAUSTIBLE RESOURCE. STV.E FINANCE MINISTRY STUDY RIGHTLY 
POINTS OUT THAT KUWAIT'S AID IS BASED ON DEPLETION OF THE 
EXHAUSTIBLE RESOURCE ON WHICH KUWAIT'S ECONOMY IS BASED, OIL. 

HENCE THE COUNTRY'S AID DRAIN IS GREATER THAN THAT FOP DEVELOPED 
COUNTRIES WHOSE ECONOMIES ARE LARGELY BASED ON RENEWABLE RESOURCES 
AND ECONOMIC ACTIVITY. 

7. TRENDS. BECAUSE CONTRIBUTIONS TO MULTILATERAL INSTITUTIONS 
ARE NOT BROKEN DOWN BY YEAR IN THE STUDY, PRECISE FIGURES ON 
TRENDS IN AID PER YEAR APE NOT AVAILABLE. HOWEVER THE FACT 
THAT TWO-THIRDS ($2.9 BILLION) OF THE TOTAL OF $4.5 BILLION IN 
LOANS AND GRANTS SINCE I9S2 WERE GIVEN IN THE PERIOD 1974- 1977 
IS INDICATIVE OF AN UPWARD TREND IN ASSISTANCE SINCE THE 1973 
OIL PRICE RISE. THE MODERATE INCREASE IN ANNUAL GRANTS AND 
LOA» FROM $656 MILLION IN 1975 TO $750 MILLION IN 1977 PROBABLY 
UNDERSTATES THE TREND, SINCE KUWAITI CONTRIBUTIONS TO MULTILATERAL 
AID FACILTI ES HAVE INCREASED IN THE L'AST 2-3 YEARS. 

8. MORE AID TO NON-ARAB COUNTRIES. OF TOTAL LOANS AND 
GRANTS GIVEN IN THE PERIOD 1962 THROUGH 1977, THE REPORT 
INDICATES THAT 87.9 PERCENT. WENT TO ARAB COUNTRIES, 4.5 PERCENT 
TO AFRICAN COUNTRIES, AND 7.6 PERCENT TO “OTHER" (MOSTLY 
ASIAN) COUNTRIES. GRANTS CONTINUE TO GO ALMOST ENTIRELY (98.8 
PERCENT IN 1977) TO ARAB COUNTRIES. LOANS, HOWEVER, HAVE 
INCREASINGLY GONE TO NON-ARAB COUNTRIES (48.5 PERCENT IN 1977 
COMPARED TO 35 PERCENT IN 1975). 

9. COMMENT. IN ITS TABLE ON “KUWAIT SUBSCRIPTION TO THE 
CAPITAL OF INTERNATIONAL AND REGIONAL INSTITUTIONS”, REFORT 
MAKES NOT MENTION OF $700 MILLION KUWAIT CONTRIBUTION TO THE 
GULF ORGANIZATION FOR THE DEVELOPMENT OF EGYPT -(GODE) . THIS, 

AND FACT THAT NO FIGURES ARE GIVEN FOR “DEPOSITS" WITH LDC 
CENTRAL BANKS WHICH ARE UNLIKELY TO BE WITHDRAWN, LEADS' US TO 
THE CONCLUSION THAT FIGURES OF FINANCE MINISTRY REPORT ON 
KUWAIT FOREIGN ASSISTANCE ARE, IF ANYTHING, QUITE CONSERVATIVE 
AND SHOULD BE CONSIDERED A MINIMUM ESTIMATE OF KUWAIT FOREIGN 
ASSISTANCE FOR THE PERIOD 1962 THROUGH 1977, 
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R E71I04Z MAY 78 

ra AME13 ASSY KUWAllZ CON FIDE MTl /> I 
TO RUEHC/SECSTflTE WASHDC 889 N 1 
m N f£2„5 L ' C,,EI ZAMEffi ASSY ABU DHABI 3906 
R l/F HRS /A M KK8 ASS Y ALGIERS 787 
RUSHCR/ANEM8ACSY BAN3UI Dl 
RUFHCR/AMEMBASSY BRIDGETOWN 03 
RUESJS/AKEKBaSSY CARACAS 364 
RUMJGM/AtlEMBASSY COLOMBO 74 r ' 

RUCMDJ/AMEi'SASSY DJIBOUTI 36 V 

RUQMOD/AMEKBaSSY DOHA 1850 V* 

RUEHCR/AMj»'BASSY GABORONE 04 
5Hf£? T/AKEH3ASSY GUATEMALA 05 
RUSBLK /A X£M3 ASS Y KABUL 99 
RUMJHT/AHEM3ASSY KATHMANDU 43 
RUOMKM/AMEMBASS^ KHARTOUM 513 
dHau!?!: y AM ^® ASSY KUALA LUMPUR 28 

Ruomam/amembassy Manama 3220 

RUTAMA/AMEffiASSY MONROVIA 19 
RUEHCR/AMEN9ASSY NASSAU 06 
£F;i?5 E/flWE ® ASSY NEW DELHI 330 
RUFItYK/AMEJSASSY NOUAKCHOTT 84 

cHr22S /AHEf ' 3 ASSY PftRAHARIB 002 
KUFSPR/aMEMBASSY PORT AU PRINCE 13 
ruqmhs/amembassy sana 965 

oHL|t?^ A! ' ,EKBASSY Santo DOMINGO 05 
RU811TI/AU EMBASSY TRIPOLI 1112 
RUOflHR/rtXEFfflASSY TEHRAN 4316 
RU.J1DT/USMISSI0N USUN NEW YORK 690 
RUCiilMT/AXEXBASSY MUSCAT 1443 
RUt'HMT/AMCONSUL MONTREAL 24 
RUDMRA/AMEHBASSYSJIDDA 5513 
FUDTC/AMEK8 ASSY LONDON 3025 
RUFNPS/AMEKBASSY PARIS 1904 
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HAVING HANDLED ON BEHALF OF THE GOVERNMENT WHILE MINISTER 
OF INTERIOR THREE HIJACKiNG INCIDENTS INVOLVING KUWAIT. 

I DREW HIS ATTENTION TO THE THREE HI JAKKIN3 CONVENTIONS 
AND TO THE FACT THATKU'./AlTHAD ONLY SIGNED THE HAGUE 
CONVENTION SO FAR. SHAIKH SA’AD WAS AWARE OF THE FACT 
THAT KUUAI THADSIG NED. ONE CONVENTION BUT WAS UNCLEAR AS 
TO WHICH ONE AND TO THE STATUS OF THE OTHERS. I TOLDHIM 
If WAS MY UNDERSTANDING THAT THE FOREIGN MINISTRY WAS 
PREPARED TO RECOMMEND THE SIGNING AND RATIFICATION OF THE 
THREE CONVENTIONS TO THE COUNCIL OF MINISTERS, BUT IT 
WAS AWAITING THE RESOLUTION OF CERTAIN TECHNICALITIES 
INVOLVED IN THIS PROCESS. 


3. CONTINUING MY PREEENTATION , I POIMTEDTQ THE 
IMPORTANCE OF ALL STATES RATIFYING THESE CONVENTIONS IN 
ORDER TO HELP REDUCE ACTS OF UNLAWFUL INTERFERENCE WITH 
INTERNATIONAL CIVIL AVIATION. I MADE REFERENCED THE UNGA 
RESOLUTION 32/3 AND TO THE FACT THAT THE US, UK AMD FRANCE 
WERE ASKED BY OTHER SIGNATORIES TO RAISE THIS MATTER WITH 
KUWAIT AND SEVERAL OTHER NATIONS. I NOTED THAT THE 
BRITISH AMBASSADOR HAD MET WITH FOREIGN MINISTRY UNDER- 
SECRETARY RASHID AW-RASHID ON MAY 2 ON THIS SUBJECT. I 
OBSERVED THAT, WHILE INITIALLY THERE HAD BEEN RELUCTANCE 
TO SIGN THESE CONVENTIONS BECAUSE OF THE FEELING THAT THEY 
WERE ANTI-PALESTINIAN IN NATURE, I BELIEVED THAT THIS WAS 
NO LONG ERA PROBLEM SINCE IT WAS CLEAR THAT THESE 
CONVENTIONS HAD A WIDER OBJEKTIVE. IN FACT, PLO LEADER 
YASSER ARAFAT HAD HIMSELF, ON A NUMBER OF OCCASIONS, 
CONDEMNED HIJAKKIN3 . I ALSO REMINDED SHAIKH S A* AD THAT 
KUWAIT’S MAJOR NEIGHBORS, IRAN AND SAUDI ARABIA, HAD BOTH 
SIGNED AND RATIFIED ALL THREE CONVENTIONS AND THOUGHT THAT 
THERE SHOULD BE NO REASON WHY KUWAIT COULD NOT ALSO DO SO. 
IT WAS MY IMPRESSION THAT THE OTHER GULF STATES, WHICH HAD 
NEITHER SIGNED NOR RATIFIEDTHESECONVENTIONS , WERE 
PROBABLY WAITING TO SEE WHAT KUWAUT WOULD DO IN THIS 
RESPECT. 

4. THE PRIME MINISTER MADE MO SUBSTANTIVE COMMENT ABOUT 
THE MATTER, BUZ DEMONSTRATED INTEREST CURING MY 
PRESENTATION. HE SAID THAT HE WOULD DISCUSS THIS MATTER 
WITH TTE FOREIGN MINISTER THE FOLLOWING DaY (ON WHICH THE 
COUNCIL OF MINISTERS MEETING WAS ALSO SCHEDULED TO TAKE 
PLACE). HOPEFULLY THIS SUBJECT WILL BE INTRODUCED INTO THE 
COUNCIL’S DELIBERATIONS. 

5. THEBRI TISH AMBASSADOR INFORMED US TH ATI JNDERS EGRET ARY 
RASHID AL-RASHID HAD INDICATED 6 OK SUPPORT FOR THE AIM CF 


18 




}, ' ** °ds » dut noted the CONNECTION WITH TWF 

NENnOKE 0 ABOVE. THE BRITISH AMBASSADOR 
~>i.t-.SoED 1HAT THESE CONVENTIONS WERE DIRECTED AGAINST 
LAWLESSNESS FROM any QUARTER AMD HAD NO POLITICAL MOTT VA- 
I 1 0 ' , I * HE. SUGGESTED THAT COUNTRIES LIKE KUWAIT, WHICH TOOK 

aKif/sa:,” 0 * 

AS THE RESULT OF REPRESEFTATIONS TO OTHER COUNTRIES Sn 
THAT THESE EXAMPLES COULD BE USED AS NECESSARY TO * 
ENCOURAGE KUWAIT ACTION IN THIS RESPECT. 

MAESTRONE 
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SUBJECT! ARAB LEAGUE "BOYCOTT" OF PDRY: OIL SUPPLIES 


REFl CA) KUWAIT 4 193 < NOT AL 1 , CB) KUWAIT 4058 NOTAL 

1. DURING CALL ONIWJWAIT OIL MINISTER SHAIKH ALI KHALIFA 
AL-SABAH JULY 25 CHARGE AND ECON CHIEF ASKED HIM WHETHER 
KJWAIT HAD CUT OFF OIL SUPPLIES TO ADEN PURSUANT TO 

THE JULY 2 ARAB LEAGUE FOREIGN MINISTERS' DECISION TO FREEZE 
RELATIONS WITH PDRY. 

2. MINISTER EXPLAINED SITUATION AS FOLLOWS: FOR SOME TIME 
PRIOR TO ARAB LEAGUE MEETING, KUWAIT AND IRAQ HAD USED ADEN 
REFINERY FOR SOME OF THEIR CRUDE, WITH RESULTING PRODUCTS 
BEING SOLD TO YAR. (PDRY NEVER OWNED EITHER THIS CRUDE OR 
ITS PRODUCT.) THE OILY ADVANTAGE TO PDRY WAS THAT KUWAIT'S 
PROCESSING OIL THERE RAISED THE PERCENTAGE OF REFINERY 
CAPACITY BEING USED, THEREBY LOWERING COSTS FOR PDRY'S 
ADEN REFINERY. ARRAM3EMENT WAS IN FACT LUCRATIVE FOR 
KUWAIT, MINISTER EXPLAINED, SINCE NORTH YEMENI MARKET WAS 

A GOOD ONE AND REFINING CRUDE IN ADEN CUT TRANSPORT COSTS, 
vfalCH WERE HIGHER FOR PRODUCTS THAN FOR CRUDE. FURTHER 
TWIST WAS THAT KUWAIT MARKETED PRODUCTS PRODUCED FROM 
ADEN REFINERY ON THE BASIS OF OIL IRAQ HAD AGREED TO SUPPLY 
THERE UNDER A SWAP ARRANGEMENT IN WHICH IRAQ WAS COMPENSATED 
BY PROVISION OF REFINED PRODUCTS FROM KUWAIT'S SHUAlBA 
REFINERY TO IRAQ. 

3. ALI KHALIFA SAID THAT, SINCE THE ARAB LEAGUE COUNCIL 
DECISION, KUWAIT HAD "CONGEALED" ITS CRUDE SUPPLY RELATIONSHIP 
WITH ADEN, PENDING FUPTHER REVIEW. THIS MEANT THAT KUWAIT IS 
NO LONGER SUPPLYING OIL TO THE ADEN REFINERY AND IS SHIPPING 
REFINED PRODUCTS FROM ITS SHUAI3A REFINERY IN KUWAIT 
DIRECTLY TO THE YAR AT A HIGHER COST TO KUWAIT. MINISTER’S 
UNDERSTANDING IS THAT IRAQ HAS ALSO SUSPENDED USE OF ADEN 
REFINERY FOR IRAQI CRUDE. 

SUTHERLAND 

BT 

40.7 CONFIDENTIAL 


20 


CONF'IDENTIAa. 


KE VV ESA79SKWA414 
RR RUGMHR 

DE RUQMKW 4328/1 2131230 

ZNY CCCCC ZZH 

R all 145Z AUG 78 

FM A ME® ASSY KUWAIT 

TO RUEHC/SECSTATE WAS HOC 1523 

INFO RUGMBI/AMEM3ASSY ABU DHABI 4044 

RUEHAM/AMEXBaSSY AMMAN 2664 

zeh/usi nt Baghdad 

RUEHEG /AMEf® ASSY CAIRO 1989 
RUQMOD/AMEMBASSY DOHA 1956 
RUCMR A/AMEMBASSY JIDDA 5652 
RU CM KM /A ME MB ASSY KHARTOUM 537 
RUDTC/AMEMBASSY LONDON 3103 
rucmam/amemsassy Manama 3417 

RU GMMT /A ME® ASSY MUSCAT 1525 
RU Q51Y A/USLO RIYADH 319 1 
RUQNNS/AMEMBASSY SANA 1226 
RUQHHR/AMEMBASSY TEHRAN 4405 
BT 


I Auc 78 


I 7 or, 

“‘011167 


ACTION : 
ECON 5 

INFO: 

AMB 

DCM 

POL 3 

PM 

OR 

ICA 

ADM 

CRU2 R12 


CONFIDENTIAL SECTION 1 OF 2 KUWAIT 4328 


E.O. 11652: GDS 

tags: eaid, ys, pdry 

5UBJ: NUANCED "CUT-OFF" IN ARAB AID TO SOUTH YEMEN 

REF: CA) JULY 13, 1978 ECONOMIC INTELLIGENCE WEEKLY REVTFU 

«> kuvau 4 1S j Sriu, <o5 E Sii 

1m frrn A ^nr«EPw ITE JULY 2 ARA3 LEag UE "BOYCOTT” OF SOUTH YEMEN 
T0 L PDRY HaS° 0 Ml Y N a rir m pIott W ? IT AND KtJWAI ABASED INSTITUTIONS 

Tu,T D ™r!i s u °5I 3EEN partial. Kuwait's central bank tells us 
I nrI Ra ^ been no interruption of banking relations with 

ADEN. THE KUWAIT-BASED ARAB FUND IS NOT ACTIVELY CONSIDERTNC 
ANY NEW ASSISTANCE TO PDRY, BUT THIS IS DUE TO A GENERAL 
SLOW-DOWN OF ACTIVITY, NOT BECAUSE OF ANY ACTION AGAINST PDRY 
PER SE. KUWAIT FUND SOURCES DO NOT BELIEVE PAY-OUTS WILL BE 
N EX! STI NG LOANS TO PDRY, AND IT MAY BE SOME TIME 

HaS CONS IO£R NEW LOANS TO PDRY. ONLY SPECIFIC HA1 T 
N AID TO PDRY WE COULD FIND WAS CUT IN KUWAITI EDUCATION and LT 
®ALTH ASSISTANCE FROM APPROXIMATELY S9 MILLION TO $15 Ell I n»l 
TOR FY 1979. CALL BY PDRY'S FINANCE MINISTER ON KUWAI^s Iwtr 
rwtrZ INDICATES AT A MINIMUM THAT ECONOMIC/FINANCIAL 
EN^SUMMARY 3ETWEEN THE TV0 COUNTRIES CONTINUE. 
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2. ARTICLE IN REF A, "SOUTH YEMEN: CUTOFF IN ARAB AID," WHILE 
HIGHLY USEFUL AND APPRECIATED, GIVES IMPRESSION THAT CUTOFF 
IN ARAB AID TO PDRY HAS BEEN MORE DRASTIC THEN WE BELIEVE HAS 
BEEN THE CASE AS FAR AS KUWAIT IS CONCERNED. STATUS OF AID EITHER 
PROVIDED BY KUWAIT OR THROUGH KUWAIT-BASED INTER- AR A3 AID 
INSTITUTIONS SINCE JULY 2 ARA3 LEAGUE RESOLUTION "FREEZING" 
RELATIONS WITH PDRY IS AS FOLLOWS. 

3. EMIGRANT REMITTANCES TO PDRY. ARTICLE STATES THAT "SAUDIS 
ARE MOVING IN CONCERT WITH KUWAIT AND THE UAE TO ELOCK 
TRANSFER TO WORKER REMITTANCES TO SOUTH YEMEN," WHICH 
"AMOUNTED TO ONE FOURTH OF SOUTH YEMEN'S GNP IN 1976." IF 
CUTOFF WAS IN FORCE HERE, FIRST ORGANIZATION TO KNOW WOULD 
BE KUWAIT'S CENTRAL BANK. QUERIED BY US ON SUBJECT JULY 26, 
CENTRAL BANK'S KNOWLEDGEABLE DEPUTY GOVERNOR EXPRESSED SURPRISE, 
SAYING THAT HE KNEW OF NO STOPPAGE OF ANY KIND IN BANK 
RELATIOS WITH ADEN. AS FAR AS HE WAS CONCERNED, TRANSFERS, 
TELEXES, ETC. WITH ADEN WERE ON A "BUSINESS AS USUAL BASIS." 

4. ARAB FUND AID TO SOUTH YEMEN. ARTICLE TERMS KUWAIT-BASED 
ARAB FUND FOR ECONOMIC AND SOCIAL DEVELOPMENT AS "LARGE 
CONTRIBUTOR" OF ASSISTANCE TO PDRY. SINCE ITS ESTABLISHMENT, 

ARAB FUND HAS APPROVED LOANS TOTALLING APPROXIMATELY $26 
MILLION (7.1 MILLION KUWAIT DINARS --KD) TO FINANCE TWO PROJECTS 
IN SOUTH YEMEN — $14.3 MILLION (OR 3.95 MILLION KD) FOR ADEN 
PORT REHABILITATION AND $11.7 MILLION (OR 3.2 MILLION KD) FOR 
FISH PROCESSING FACILITIES IN MUKALLA. EARLIER THIS YEAR FUND 
WAS CONSIDERING FINANCING TWO ADDITIONAL PROJECTS, APPROXIMATELY 
$37 MILLION (10 MILLION KD) FOR ELECTRICITY GENERATION IN 

THE WADI. HADRAMAWT A ND $6.6 MILLION (1.8 MILLION KD) FOR 
AGRICULTURAL DEVELOPMENT IN WADI TURBAN. SENIOR ARAB FUND 
OFFICIAL TOLD ECON CHIEF JULY 26 THAT DESPITE JULY 2 ARAB 
LEAGUE DECISION, PAYMENTS FOR THE TWO ALREADY APPROVED 
PROJECTS CONTINUE;. IN FACT, SOME PAYMENTS ON ONE WERE MADE 
ONLY A FEW DAYS AGO. HE COMMENTED THAT, GIVEN THE FACT THAT 
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AIL ARAB COUNTRIES ARE MEMBERS OF THJ ARAB FUND, IT WOULD 
IK DIFFICULT TO OBTAIN THEIR AGREEMENT TO STOP PAYMENTS FOR 
PHOJECTS ALBEADT APPROVED. CONSIDERATION OF THE TWO ADDITIONAL 

r; 0 f5c C ! S cJL SUSmm * N0T BECAUS * Of ANT SPECIFIC pSlICT * 1 
ACAIMST SOUTH TEMJN, BUT BECAUSE ADI NEW COMMITMENTS” BT THE 
ABAB FUND ARE IN SUSPWSE AND FEW ARE IIIELT TO BE APPROVED BEFORE 
CONSIDERATION OF AN INCREASE OF THE FUND'S CAPITAL AT THE 
NEXT ANNUAL MEETING IN*APBIL, 1079. “ ” T ” 

2' ASSISTANCE. DIRECT GOVERNMENT OF KUWAIT ASSISTANCE 

to SOUTH TEMEN IS CHANNELED THROUGH TWO ORGANIZATIONS, THE 
U ^IT FUND FOR ARAB ECONOMIC DEVELOPMENT l(JOR MAJOR PROJECTS ) 

AND T|E GENERAL AOTHQRI TT FOR THE SOUTH AND THE ARABIAN GULF 
j EOW HUMANITARIAN ASSISTANCE,” DEFINED AS ASSISTANCE IN THE 

Construction and operation of schools and hospitals.) 

. fund. SITUATION REGARDING KUWAIT FUND ASSISTANCE 

IN MUBKI. SINCE 1062 KUWAIT FUND HAS APPROVED LOANS TO SOUTH 
TIME# TOTALLING APPROXIMATELY 443 MILLION (11.73 MILLION KD). 

MOST RECENT WAS APPROXIMATELY 5 10 MILLION fet? MILLION KD) 
FISHERIES PROJECT, SIGNED NOVEMBER 22, 1976 IN 
CONJUNCTION WITH THE ARAB FUND. THERE IS ONLT ONE KUWAIT FUND 
PBOJECT FOR SOUTH TEMEN PRESENTLY UNDER CONSIDERATION; ° 

Al PBOXIMATELY 10 MILLION (2.5 MILLION KD) FOR PARTIAL FINANCING 
“ * J* . AIRPOH.T AT RIYAN. LONG TIME FUND OFFICIAL (HIMSELF A NORTH 
TlrtENI) DEALING WITH TEMEN MATTERS TOLD US THAT FUND'S 
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DEALINGS WITH BOTH YSMENS TOOK A GREAT DEAL OF TIME AND THAT 
PROCESS LEADING TO PINAL NEW PROJECT APPROVAL WAS VERT SLOW. 
THIS BEING THE CASE, THERE WAS NOT EVEN A NEED POR ANT PORMAL 
FREEZE ON CONSIDERATION OP NEW PROJECTS NOW, AND HE KNEW 
OP NONE. AS POR EXISTING PROJECTS, HE PELT THAT IT WOULD BE 
DIPPICULT TO STOP ^DISBURSEMENT OP PUNDS ALREADT LONG COMMITTED 
UNDER SIGNED LOAN AGREEMENTS. 

(B) GENERAL AUTHORITY POR THE SOOTH AND ARABIAN GULP. THEIS 
KUWAITI ORGANIZATION WAS SET UP ill 1963 TO CHANNEL ASSISTANCE 
TO BAHRAIN, THE THEN SEPARATE EMIRATES OP WHAT IS NOW TBS 
UNITED ARAB EMIRATES, OMAN AND THE TWO TEMENS. THE UAE WAS 
DROPPED PROM THE LIST UPON ITS INDEPENDENCE AND AID TO 
SOUTHERN SUDAN WAS ADDED IN 1973. OVER PAST YET YEARS. 

THE AUTHORITY HAS BUDGETED ANNUALLY ROUGHLY $9 MILLION (2.4 
MILLION KD) POR ASSISTANCE TO SOUTH YEMEN. OP THIS, ABOUT $7,5 
MILLION (2 MILLION KDp PER TEAR WENT POR BUILDING OP SCHOOLS 
AND HOSPITALS AND $1.5 MILLION (4J0,BS0 KD) POR THE PAYMENT OP 
SALARIES OP 100 TEACHERS, 10 DOCOTORS AND MISCELLANEOUS 
TECHNICIANS, ENGINEERS AND ADMINISTRATORS IN SOUTHERN YEMEN. 
(THE AUTHORITY MAINTAINS A SMALL OPPICE IN ADEN.) RECAST OP 
THE JULt 2 ARAB LEAGUE DECISION, THE AUTHORITY'S DIRECTOR 
TOLD US, THE USUAL ROUGHLY $7.5 MILLION POR CONSTRUCTIO N HAS 
BEEN DROPPED PROM THE' BUDGET POR PISCAL 1979 (JULY 1, 1976 
JUNE 30, 1979). HOWEVER, THE $1.5 MILLION POR TEACHERS, 

DOCTORS, AND ADMINISTRATIVE OVERHEAD WILL CONTINUE, AS THIS 
COMES UNDER THE EXCEPTION POR HUMANITARIAN ASSISTANCE 
DECIDED UPON BY THE GOVERNMENT OP KUWAIT. 

6. PRESS REPORTS THAT PDRY PINANCE MINISTER, PADIL MUH3IN 
ABDULLAH, CALLED ON KUWAIT'S AMIR JULT 30 AND LEPT KUWAIT POR 
LIBYi JULY 31 t WE ASSUME THAT HE VA8 ASKING POR ASSISTANCE. 

7. COMMENT! AS DEPARTMENT IS AWARE, GOVERNMENT OP KUWAIT HAS 
POR MANY YEARS ARGUED THAT THE CARROT WOULD BE MORI EPPXCTIVR 
THAN TEE STICK IN WEANING PDRY BACK TO TRUE ARABISM AND 
MODERATION. AS A RESULT OP THE JULY 2 ARAB LEAGUE DECISION 
AGAINST PDRY, IT HAS MOVED AWAY PROM THE CARROT, BUT ONLY 
GOTTEN AS PAR AS THE TWIG. WE DOUBT THAT OOK WOULD EVER GO SO 
PAR AS BLOCKING BANK THANSPRRS TO ADEN, SINCE A CARDINAL POLICT 
POR THIS MERCHANT CITY-STATE HAS ALWAYS BEEN TREE MOVEMENT OP 
CAPITAL INTO AND OUT OP THE COUNTRY, MABSTRONS 

BT 
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•OBJECT: INFO! AMEMBASSY AMMAN 

AMEMBASSY ANKARA 
ACTION: AMEMBASSY ISLAMABAD 
AMEMBASSY JIDDA 
AMEMBASSY KUWAIT 
AMEMBASSY LONDON 
AMEMBASSY PARIS 
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E.O. 11652 1 GDS 

TAGS! PEPR, jR f KD 

SUBJECT! IRAN-KUWAIT RELATIONS 

1. THE DEAN OF THE LOCAL DIPLOMATIC CORPS IS A SHEIK 
NASR AL-JABER, A BRIGHT YOUNG KUWAITI PRINCELING, THE 
NEPHEW OF BOTH THE EMIR AND THE PRIME MINISTER OF KUWAIT 
LIKE ALL GOOD KUWAITIS HE CELEBRATED THE END OF RAMAZAN 
BY LEAVING TEHRAN AND HEADING FOR THREE WEEKS IN PARIS. 

2. I WAS THEREFORE SOMEWHAT STARTLED TO RECEIVE A 
TELEPHONE CALL FROM HIM THE EVENING OF SEPT IS, SAYING 
HE WAS IN TOWN -INCOGNITO" AND THAT HE WANTED TO SEE ME. 


iOMAFTlNa Q4TC j TCI. CUT. 


j CONTCNTV^o^cLf MIPI CATIPM APPWOWCO. 


frltf i WHSullivansmi 


(P 


OPTIONAL FORM 182(H) 
(Forffwrtv FC-413<H)> 
January 
PapL a* tun 
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E.O. 11652 : GDS 
TAGS: pePR, IR, Kl) 

SUBJECT: IRAN-KUWAIT RELATIONS 

1. THE DEAN OF THE LOCAL DIPLOMATIC CORPS IS A SHEIK 
NASR AL-JABER, A BRIGHT YOUNG KUWAITI PRINCELING, THE 
NEPHEW OF BOTH THE EMIR AND THE PRIME MINISTER OF KUWAIT. 
LIKE ALL GOOD KUWAITIS, HE CELEBRATED THE END OF RYAZAN 
BY LEAVING TEHRAN AND HEADING FOR THREE WEEKS IN PARIS. 

2. I WAS THEREFORE SOMEWHAT STARTLED TO RECEIVE A 
TELEPHONE CALL FROM HIM THE EVENING OF SEPT 18, SAYING 


HE WAS IN TOWN “INCOGNITO" AND THAT HE WANTED TO SEE ME. 
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I. KUWAITI OFFICIALS MAY RAISE WITH UNDER SECRETARY COOPER 
ISSUE OE PROPOSED IRS REGULATIONS CONCERNING TAXATION OF 
II'COME OF FOREIGN GOVERNMENTS FROM INVESTMENT IN UNITED 
STATES. FOLLOWING IS BACKGROUND AND TALKING OINTS, WHICH 
AMEMBASSY KUWAIT MAY WISH TO SUPPLEMENT. 

T. IRS HAS PROPOSED NEW REGULATIONS UNDER SECTI0N892 OF 
INTERNAL REVENUE CODE. UNDER SECRETARY'S PARTY (MORS") 

I AS COPY OF PROPOSED REGULATIONS AND SECTION 892. IN 
■IIMMARY, SECTION 692 EXEMPTS FROM TAXATION INCOME OF 
“‘■OREICN GOVERNMENTS” FROM STOCKS, BONDS, BANK DEPOSITS 
"OR FROM ANY OTHER SOURCE WITHIN THE UNITED STATES." 
VROPOSED IRS REGULATION INTERPRETS THIS EXEMPTION TO APPLY 
ONLY TO "PASSIVE" INCOME (INTEREST OR DIVl"-'D INCOME) OR 
INCOME FROM CERTAIN GOVERNMENT ALLY-ORIENTED ACTIVITIES 
CIICH AS TOUR OF A NATIONAL BALLET COMPANY). INCOME FROM 
INGAG ING IN A TRADE OR EUSINESS IN TEE U.S., E.G. OWNERSHIP 
OF A HOTEL, OFFICE EUILDING , OR REAL ESTATE LEASES WOULD 
HE TAXABLE TO FOREIGN GOVERNMENT OR ANY OF ITS AGENCIES OR 
SUBDIVISIONS. 


OVER THE PAST 13 YEARS KUWAITI GOVERNMENT HAS INVESTED 
IN CONSIDERABLE REAL ESTATE INTERESTS IN THE U.S., ACTING 
IN PART THROUGH CHASE MANHATTAN BANK AS AGENT OR BROKER. 
APPARENTLY ASSUMING SECTION 892 EXEMPTION APPLIED TO 
THESE INVESTMENTS, KUWAITIS MAT NOT HAVE FILED INCOME TAX 
UPTURNS. KUWAITIS THUS FACE POTENTIAL TAX LIABILITY 
GOING BACK THIRTEEN YEARS, IF REGULATION IS FINALLY PRO- 
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MULGATED AS PROPOSER. WE CO NOT KNOW AMOUNT OP INVEST- 
MENT OR TAX LIABILITT IN QUESTION . 

4. AS EVIOENT IN REPTEL, ANC AS EMBASSY KUWAIT MAT 
EEABORATE, KUWAITIS ARE CONCERNED GENERALLY BY THE RE- 
DUCTION IN RETURN ON INVESTMENT AND PARTICULARLY BY POTEN- 
TIAL APPLICATION OP THE PROPOSED REGULATIONS TO INCOME 
FROM PAST TEARS. CHASE AND ITS LAWYERS HAVE ARGUED TO 
DEPUTY SECRETARY CARSWELL AND TO IRS, AND PRESUMABLY TOLD 
KUWAITIS, THAT SECTION ”,,, ON ITS PACE, COULD REASONABLY 
BE INTERPRETED TO EXEMPT KUWAITI GOVERNMENT FROM TAX ON 
THE INCOME IN OUESTION. A, SUGGESTED REPTEL, KUWAITIS MAY 
BELIEVE USG HAS SOME ANTI-KUWAIT POLITICAL MOTIVATION IN 
PROPOSING REGULATION AT THIS TIME (-HIS IS NOT RPT NOT THE 
CASE). 

5. IP KUWAITIS RAISE THIS ISSUE, YOU MAY WISH TO DRAW ON 
ABOVE BACKGROUND AND THE FOLLOWING POINTS. MOTIVATION 
FOR PROPOSAL WAS IN FACT DESIRE TO CLARIFY APPLICATION OF 
892 WITH RESPECT TO ALL FOREIGN GOVERNMENTS. (P.Y.I. 
INTENT GENERALLY WAS TO DISTINGUISH BETWEEN "COMMERCIAL’ 
AND "GOVERNMENTAL" TYPES OF INVESTMENT) TREASURY HAS 
PROVIDED OPPORTUNITY FOR WRITTEN COMMENTS (INCLUDING THOSE 
OF CHASE MANHATTAN BANK). WE UNDERSTAND TREASURY INTENDS 
TO HOLD PUBLIC HEARINGS IN JANUARY ON THE PROPOSED REGU- 
LATION. REGULATION WOULD NOT BE PROMULGATED IN FINAL 
FORM BEFORE THEN. FURTHERMORE, TREASURY IS AWARE OF 
KUWAIT'S SPECIAL CONCERNS, INCLUDING PROBLEM APPLICATION 
TO LAST TEARS INCOME. FOR THIS REASON WE UNDERSTAND 
SECRETARY BLUMENTHAL INTENDS TO BRING TREASURY'S DEPUTY 
ASSISTANT SECRETARY FOR TAX POLICY (EMIL SUNDLE) WITH 

HIM ON NOVEMBER VISIT TO KUWAIT. 

6. DAVID ROCKEFELLER CALLED ON ASSISTANT SECRETARY KATZ 
CONCERNING THIS ISSUE. ROCKEFELLER POINTED OUT POTENTIAL 
HARM TO BOP AND TO U.S.-OPBC RELATIONS IF THIS REGULATION 
IMPLEMENTED. VANCE 

BT 
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bUBJ: KUWAIT CONTRIBUTION TO MASI-U? OF IRANIAN SHORTFALL 
BOOBS m FOH THE PRESENT 


EF: (A) LONDON 16024 (NOTAL), (B) IUWAIT 5UC7 (NOTAL) 


’ • SUMMARY. 70TAL -UWAIT PRODUCTION (INCLUDING ITS S.ARK 0 1 
I -.C DUCT I ON f HUM Z ().-i PARTITION HD .’ITU SAUDI ARABIA) IS NOW 
'' 7A ” IUIOt * */-• Sven if go;: wanted to, iris could 

\ ‘f BE INCHIASiD TO MUCH i-IORi THAN 2.9 MILLION P/D BIACUASE 
IE NECESSARY WORK— OVERS WHICH WILL HOT BEGIN UNTIL 197& AND 
ILL TAKE PERIOD OF YEARS. GULF OIL CO. REPS BELIEVE IRAC, - 
.*/'*”• s * l,rl ARABIA AND UAi KAV(fi TACIT UNDURl ANDI NO NOi TO 
. NSIDER iNCRiASE IN PRODUCTION IN RESPONSE TO IRANIAN SHORTFALL 
AT LEAST A E*S OR TWO, WHEN SITUATION SHOULD BECOME CLEAR -R. 


. . AFTER SENDING RTF B, WE CHECKED WITH CFFICIaLS OF THE OIL 
■’INISTBY AID THE KlTWAIl OIL COMPANY (TOC), KUWAIT'S LARGES? 

- ‘ L PRODUCT R , AS WELL AS GULF OIL COMPANY REPS, INCLUDING 
iISITING SENIOR V.P. FOR MAR I ETING. RESULTS OF INQUIRIES ADD 
DISCUSSIONS REGARDING POSSIBILITY OF KUWAIT INCREASING IIS 
PRODUCTION TO COMPENSATE PARTIALLY FOA IRANIAN SHORTFALL FOLLOW. 

'• “£ PA ” TT * soc pei 'gen. MANAGER IN CHARGE OF OPERATIONS 
(iROTSCT) TOLD US NOV. 2 THAT ALTHOUGH KOC HAD PAD PLANS 
iN EARLY ?o'S TO ENSURE 3.4 MILLION R/D PROIUCTIVL CAPACITY, 

*' RESULT OF NATIONALIZATION AND OF GCK CONSERVATION POLICY 
'i’NDS WERE NOI ALLOCATED FOR NECESSARY WELL WORK-OVER AND* 
MAINTENANCE. SITUATION IS THAT AT ?! AGENT ECC CANNOT MAINTAIN 
• . ODUCTION OF OVER 2.6MILLI0N B/C. KOC EXPECTS TO i'UIN 
..t CESS ART WOPa-CVEH PROGRAM IV 1979, BUT UNLESS FUNDI MG IS 
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! ' ASTICALLY INCREASED, Pi.UGhAh WILL. Oh it COVER WORs -OVER OF 
: I MF 20 OUT O' !. 0 C ' S 700 Pin? WELLS FEU I FAR. MANAGES LESS NO 
PROSPECT FOR INCREASE IN TFIS CAPACITY UNLESS i HSSEIvT 
COILING OF 2 MILLIUN B/D AVERAGE ANNUAL PBODUOTIOB. fOA HOC IS 
LIFTED. AS FGH REMAINING KUWAITI PRODUCT ICH GAP ACHY li. SAUDI/ 

• UWAITI PARTITIONED ZONE, TEARS ARE WO PLANS TO INCREASE 
ARABIAN OIL COMPANY'S (AOC) 453,030 B/D CAPACITY (I.L. 

'UWAITI SHARE 225,300 E/D), OR THAT OP SOPPIER AM In GIL OPERATION 
( UWAITI SilARE C. 60 , 000 B/L). THIS MEANS EPEECTIVI TOTAL 
KUWAIT PRODUCTIVE CAPACITY IS A LITTLE OVER 2.0 MILLION B/D. 

4 . ACTUAL PRODUCTION. IN OCTOBER, ACCORDING TO LATEST AVAILABLE 
INTERNAL OIL MINISTRY FIGURES, TOTAL KUWAITI PRODUCT I OU WAS 
RUNNING AT 2.1 MILLION B/D - 1.63 MILLION B/D iOR KOC AND 
260,000 B/D FOR KUWAIT'S SHARE OF PARTITIONED ZONE 
PRODUCTION. 2.1 MILLION FIGURE IS 5 PERCENT I NCREASL OVER 
OCTOBER, 1077. FOR FIRST TEN MONTHS OP 1976 TOTAL PRODUCTION, 
INCLUDING KUWAIT SHARE OF PARTITIONED ZOi.fc PRODUCTION, A Vi RAC ED 
7 MILLION B/D, OP c. 77 PERCENT OVER FIRST TEN MONTHS OF 1977. 
DITAILID PRODUCTION FIGURES ARE AS FOLLOWS (IN BARRELS PaR DAY). 

AVERAGE 

OCTOBER JAN - OCT 

KUWAIT OIL COMPANY (r.CC) 1,830,166 1,799,12* 

fORMER AMINOIL OPERATION 63,525 60,790 

.UiABIAN OIL CO. (AOC)— KTIWAIT SHARE 200,120 141,360 

TOTAL 2 ,113,611 2,019,303 

5. GULF OIL COMPANY OFFICIALS TELL US THEY AND TBS TWO 
OTHER MAJOR OF E-TAXERS (SHELL AND BP) JAVE ALL BEEN TO SEE 
KUWAIT'S OIL MINISTER RECARDI HO INCREASING OiF-TATE BUT TO 
RATE THE MINISTER EAS SHOWN NO INtSktSt. GULP, WUICU USUALLY 
PEMOANS MARKET CONDITIONS , SAYING IT CANNOT MEET ITS 
.-'INIMUM CONT ILCTUAD 0FF7TA'.K OBLIGATIONS , IS BUYING Tfcl 
MAXIMUM LEVEL OF OIL ALLOWED UNDER ITS CONTRACT FROM KUWAIT 
(575,000 B/D)) Vt UNDERSTAND SHALL AND BP ARE DOING LIKEWISE. 
CULF REPS BELIEVE IRAQ, KUWAIT, SAUDI ARABIA AND UAK HAVE TACIT 
u ! DSKSTAND1NG NOT TO CONSIDER INCREASE IN PRODUCTION IN 

rrspoNSZ to Iranian shortfall for at least week or two, when 

SITUATION SHOULD BECOME CLEARER. 

t . COMMENT. \ll SERIOUSLY DOUBT THAT LITTLE KUWAIT WILL 
WISH TO OFFEND IRANIANS BY TAKING SHORT TERM ADVANTAGE OF 
IRAN'S HOPEFULLY TEMPORARY OIL MISFORTUNES. ON THE OTHER 
HAND, IF THE SITUATION PERSISTS, WE BELIEVE THAT KUWAIT 
WOULD RAISE PRODUCTION TO THE LIMIT OF A LITTLE OVER 2,9 
MILLION B/D IN CONJUNCTION WITH EFFORTS BY SWAB I ARABIA, UAE 
AND OTHERS TO MEET REASONABLE GLOBAL DEMANDS. 
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T . : / ELT THAT, SVEN I? J 040-TERM, P'H'DaMENTAI TRENDS BODW 
V It FOR DOLLAR, os HAD NO? TIT A ODD UP 10 SPORT-TERM 

IN RESPONSE TC APPEAL FOB MODERATION AT ABU BBAil 
Oi 0 CONFER FNC2 , OIL MINISTER SAID HE WOULD NOT ACCEPT 
P-IC5 INCREASE OP LESS TEAM TEN PERCENT, ALTHOUGH THIS 
MIGHT BP ACPI EVED I! STAGES. rUWAXT OFFICIALS EXPRESSED 
l.-.P CONCERN OVER PROPOSED CHANGES UN DIR SECTION 892 OP 
IPS CODS WHICH VOOM MATE KUWAIT ODVflAMMfcNT INVESTMENT IN 
RIAL ISTATD SU3JSCT TC TAXATION. EXPRESSING CONCERN OVEli 
PIGS IBIS PPOCRSf SI V? RESTRAINTS ON FOREIGN INVESTMENT , BOTH 
C’L AND FINANCE MINISTERS DECRIED SUCH DISCOURAGEMENT OP 
I'. VESTMENT, SINCE INVESTMENT IS UflXED CLOSELY TO COUNTRY'S 
OIL PRODUCTION policy, in response to under secretary cooper » 

i -TSENTATICN OH N0P.1 3/SOCTH ISSUES, FINANCE MINISTER 
E> PRESSED SCEPTICISM. ABOUT VALUE Of PROJECTS AND EFFORTS 
1 GATED TO THESE ISSUES . DIRECTION AND LEVEL Or AID POLICIES 
V • :' t SUBJECT 0? USEFUL DISCUSSION '»ITH KUWAIT FUND H EAD U- 
!'r MAD. SIPTEL DESCRIBES EXTENSIVE DISCUSSIONS OF SECTION 
e.C APPLICABILITY TC KUWAIT GOVERNMENT INVESTMENT IN 
US. IMS SUMMARY 

?. IK A BUSY 24 HOUSS III KUWAIT, OCT 31-NOV 1, UNDER SEC- 
r "TART OP STATE TOR ECONOMIC AFFAIRS RICHARD N. COOPER PAID 
; CNi-lOUR OFflCF Cnll ON OIL MINISTER SHAIKH ALI KHALIFA 
AL-SABAH, EAD A TWO-tK*H MEETING MITE FINANCE MINISTER 

> T: SOI AND MET MITE AMIR'S TING :iCL.»L ADVISOR, EHALID ABO 

T * 'UD AND TBE DIRECTOR GENERAL OF TIE KUWAIT FUND FOR ARAB 

> UONOHIC DEVELOPMENT, AHDDLLATIF AL-K1MAD, MHO GAVE A 
l VI. CHI* IN F.IS HONOR . AMBASSADOR ALSO HOSTED A DINNER 

a ENDED BY ALI FHALIf A AND INFLIICnTIAL KUWAITI INVESTMENT 
HA vi I SIS AND BUSINESSMEN. 

IN HIS CILIS OA ALI KHALI PA, A TEE Q I AND ABU SA'UD, 

' . iR SECRETARY COOPER (l) REVIEWED TEE STATE OF THE *ORLD 
• •< 1*0MY AND PROSPECTS TOR A STRENGTHENED DOLLAR, (2) (WITH 
. ‘ CD DISCUSSED NOMB/SOUTH ISSUES , AND (3) DISCUSS Ell T3S 

1 : ’GY BALANC1 AND CUE HOPE FOR EXTREME MODERATION AT THE 
’ ri'OMINft OPEC MESTIvJ DISCUSSIONS Of Oil PRICES. UNDER 

■ RETABY'S PKaSENVATIONS FOLLOWED CLOSELY THAT ALEBaEY SE- 
<■ .ISO IN PARAS * A D 6 OF SIP C. DISCUSSION ON THESE ISSUUS 
: itLOPID ALOsG F01-0WIN0 LINAS. 

•- -'i’2 WORLD ECONOMY AND TEE DOLLAR. KUWAITI REACTION TO 
I ,'VE SICREtARY COOPER'S PRISRMATION WAS APPRECIATI VS RUT 
. ; .’I CAL OF TfcE IMMri/IATE PROBLEMS FORSD BY THE WSAXNSSS Of 
: ' DOLLAR. 

*. OIL MINISTER'S COMMENTS . ALI t KALI FA SAID HE WOULD 

■ ARGUE WITH UNDER SECRETARY COOPER'S ANALYSIS OF THU. DOLLAR'S 
/Yl-TBSN FUNDAMENTAL PROSPECTS. FOB KUWAIT; :.40VBVER, 
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. M'lI/AMRKBACSY TRIPOLI 1174 
ii RAU/AMSKBaSSY VIENNA 365 
' VATRS/USTRUS 0 ASHDC IMMEDIATE 

I \ 

COIH! « III! 1 SECTION 2 91 1 KUWAIT 6060 
7 1 c AGREE WITS the HllTSTEit'S CHARACTERIZATION OF THE PER- 

<- ' .-r ions op '-any icr.om* and American bankers. however, as 

T MINISTER KNEW, IN THE PAST Yii MONTHS THE US GOVERNMENT 
I".:. TAI2N A KIJMRia OF LBCRT-T HUM MEASURES I INCLUDING INCREASE.’) 

:3 SAVES A I'D IK'TSEEST RATES. 1 4* FACT* tfiA US 3/lANCt OF 
*• -7| HAD IMPROVED IN THE LAST 7Z'i MONTHS, MEETING THE SAME 
i J: STIONS FROM A GROUP OF VS AND IRANI AH RANKERS IN 
i . AN, UNDER SRCRETArtY SAID BE AS1ED TEEM TO IMAGINE A DRASTIC 
'■LOTION TO TBS DOLLAR PRO BLUM THAT IS NOT MORE COSTLE T1JEN 
: " PROBLEM. US COULD, FOR EXAMPLE, PUT A TEMPORARY SURCKARfi* 
o,- IMPORTS OR IMPOSE OTHER IMPORT CONTROLS, BUT TBS VEST 
MANS , JAPANESE AUD OTHERS MOULD NOT VANT ViiAT. WE COULD 
’ 's A RECESSION IN 'IHI UNITED STATES, BUT THAT CERTAINLY 
ki.ULD NOT BE GOOD FOR THE WORLD, ESPECIALLY THE IK'S. 

RATHE*. OUR WHOLE PROGRAM RAP BREEN NOT TO RESTRICT THE 
< - LP ECONOMY BUT TO EXPAND IT, TO ENCOURAGE THE EUROPEAN 

. 'SCMIKS TO Ba LESS SLUCGISB, HELPING THEMSLLV LSSANL THE 
1 i'LAS. 
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r. . V HHMS NO? ACTUS SfcOl'GB. "OOi'iK SAID Hi WGULB. 33 
V " ■ CCI ALLY INTi'RRSTl'D IN Oil. MINISTER'S PERCJPTIONS 0? 

KSIfcESSK:’* AND TH2 DECS 32 TO MICH THEY HAVE PROMOTED 
! " . C'-.TS IN L 1 4 HT OF IMPROVED COMPETITIVE POSITION DUE TO CHEAPER 
v ■ HAS . IF IE2T WERE NOT TA'INO ADVANTAGE OF THIS OPPOR- 
■.HIH, THIS WOULD BE A MATTER CP CONS I PERABLJ CONCERN TO US. 

: I DENT Cltin.?., HS NOTED , HAD ANNOUNCED A NEW EXPORT 
P.I.ICY TO ENCO’I RACE EXPORTS, ESPECIALLY BY MEDIUM-SIZE US 
"I -IS. MINISTER REPLIED THAT HE HAD SEEN NO I NOT CATIOND 
0? INCREASED ACTIVITY BY US FIRMS. IN THE PAST PEW MONTHS 
Cl, O' ONE US il’-M THAT HE KNfc* OF HAD EON A MAJOR CONTRACT 
I!' KUWAIT AND THIS FIRM PAD BEEN IN A JOINT VENTURE WITH A 
JAPANESE FIRM. AMBASSADOR NOTED THAT THIS WAS RILEY-MITSDI 
JOINT VENTURE, LOW BIDDER FOR THE BOILER PART OF THE ONE 
? I .‘.LION DOLLAP WEST "OUA POWER PROJECT. HE ADDED THAT, DESPITE 
?•"*. CONSIDERABLE tfi ORTS FOR OVBR A TL'AR , ONLY ONA US FISH, 

CL, HAD BID FOR THE TURBINE PART OF THE PROJECT, AND ITS BID 
WJ :■> DOUBLE THAT OF THE JAPAN LSI' LOW BIDDER. 

f. ATTEQI ON THE DOLLAR. IN RESPONSE TO UNDER SECRETARY 
C ‘CHER'S PRESENTATION, FINANCE MINISTER AT EEC 1 SAID THAT HE 

ZD THAT PRESIDENT CARTER'? EFFORTS TC CONTROL INFLATION , 

1.0 AND 5IPOF.T5 , AND RE DU At OIL IMPORTS ALL SUCCEEDED, BUT HE 
DO'. BY ID THIS WOULD HAPPEN IN TEE NEAR Tl EM. TOR EXAMPLE. 

TO OPCOMINC /AGE NEGOTIATIONS IN THE US FOR TFRSi-IEAR LABO 
CG.-. TRACTS VI’?.!' LIEELY TO ADD TO INFLATION, RATHER THAN 
JFIl'CI IT. AlZ'iOI APOUZP THAT , BESIDES HURTING TUB OIL 
PRODUCERS , TS2 DEPRECIATING DOLLAR WOULD NOT EEL? OSS EXPORTS 
tT CE IT SIMPLY LOW ■. RS THE COST OF OIL FOR C1RMNI , OTHER 
EUROPEAN COUNTRIES AND JAPAN, MAKING TRIM MORE COMPAJ’tTIVE 
WITH THE UN II ED SZAl'SS, NOT LLSS SO, ATE EC) I WONDERED OUT LOUD 
W:> THXR WHAT IS HAPPENING TO THE DOLLAR IS HOT THE RESULT OF 
r.--2 "QOLITICAL INTENTION." WHATSVKf. THE’ CASE, ATUSOI SAID, 

US WOULD PAY T^S PRICE" SINCK THE US WAS AT THE HEA&T 
ft THt WORLD ECONOMY AND THE DECLINE OF THE DOLLAR WOULD HUKT 
I • WORLD ECONOMY. WHAT THE US A MB 'SUKOPE WERE DOING WAS 10 
CUT THE BODY TO FIT ?h 0 GARMENT , THE BODY BEING THE P30-D 
1 CBAS OF RAO MATERIALS SUCK AS nTT, AND OTHER COMMODITIES. 

T 1 OIL PRODUCERS Si FL THU K IRREPLACEABLE ASSETS AND ALL TlilY 
C T IN RETURN IS SOMETHING WHICH DEPRECIATE? RAPIDLY , FOB 
TEARS, ATEDQ1 SAID, IN DISCUSSION WITH FORMER TREASURY 
A ,’ GRITARY SIMON AND ASST 5 SC PARSE T, AND NOW SEC BETA BY 
i ..U M E'NTHAL LAST TSAR, KUWAIT PAD BE2N TRYING TO GET FHIRNDSD 
If- HIGH ECHELONS TO REALIZE THAT THE OIL PRODUCERS AND THE 
NfUMFRS HAVE COMMON INTERESTS , BUT NO* THERE IS HO WORLD 
LLP-TART SYSTEM TO .SPEND ON. NCW THE G77 IS PUSHING FOR 
’ : o: TAD TO O.i'.T INVOLVED IN FINANCIAL MATTERS BECAUSE THERE IS 
l« TORS PINCIAL STABILITY . NEED VOjRJIiS, MANY TO, PRODUCE , 

PT* ISTER COrth EiiTED, ?UZ MANY OF THTE- OIL ! CC)UliT3IES HAVE NO 


S .'H NEED. THEY FP.OLGCE 108 MORAL REASONS— TO ACCOMMODATE THE 
k ' • LD. YET ?0. :> THE IF. EFFORTS THEY END UP PILLORIED BY THE 
I iGS AND PROPAGANDA — AND Gi.T PAIL IN A DEPRECIATING CURRENCY 

l. REFERRING TO ATEf’^U'S ANALOGY , UNDER SECRETARY COOPER 
V , 

»t ,:-‘C 
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Tf A -EMBASSY KUWAIT # 

TO M’F.HC /SEC STATE WA.HDC IMMEDIATE ?31S> 

1 . . 0 RUOMBI /.•.'•'EMBASSY AL'J OiUBI 4755 
R 1 K- KS/AMSMBAF5Y ALGIERS 671 

3 : .. /’.'SINT' PACiiOA'y K 1 C£ 

RU n PS/AM EM'S AS JY BRUi St'LS 619 
Si ■•' : E0/AMPf'3A r 'SY CAIRO 213* 

RLE OS/AMEMJAO 3Y CARACAS 3P<= 

RU.«aH/AMCOl«SUi THAI i ' ' A rl 3T2a 
R YD/ AMEMB ASSY DOHA 2194 
il '■ : T/AM tiMLA 0 5 Y JAK ARTA 323 

R: o ' : RA/AMSMBA? S Y J I I'd A 5R54 
RL : . ; !.S/AMEM3 ASSY LAGOS 343 
P i- . T.C/AMSM'fcA 1 ' jY LIT ORVILLE 107 
RU . iC /AM EMBASSY LOME-ON 3194 
Rl", IAM/aHKHBASST MANAMA. 3«Uv* 

50':' JrS/AXEMEASSY PARIS 2034 
K: LVIJ/AMEMBAUST Ql'lVO 195 
S , ':»MSR/AM£HiASSY TEG RAN 455? 

RLn-'TI /AMEMB AS SY TR 1 1 0 LI 117* 

ROUHAU/AMEMBARST V I i" ■ N A 356 
Rl IaTRS/USTb.LA:; WAS? PC IMMEDIATE 
S' 

C 0 N MtE W T I A L SECTION 3 OF 5 KUWAIT MSI 

S> ID ¥« HAVE I ESN T:<*lNO TC PIT ThI GARMENT TO TIE BODY AND 
NV v CUT THE BODY. WO. r,N JIMMY CARTER BECAME PRSSIB1N1, COOPER 

s it/, Tar wo hi was r. a recession, commodity prices were 

D: !' VERSED. «■*: Ft IT IT WAS Tilt RESPOKSIIILITI OF THE UNITE! 
S'-YES, JAPAN AND SEN MANY TO 1)0 SOMETHING, AN 3 AT TIE L0N10K 
Sif.MI? IN MAY 1977 W. GOT GENERAL AGREEMENT AT TIE RHETORICAL 
L • V i,r. . ONLY TO? US A GT ID, IT t-XPANElU IIS BC0M9MT , 1'OR IUHUL 
? ' >. • ONS BUT ALSO BECAUSE IT WAS G09D FOR Til WORlt, 

Ei ' >'C l ALLY PRIMARY PRODUCT PI ODBC INC COUNTRIES. IE ALSO <N|V 
Ti'I?E WOULD BE PROBLEMS IF GERMANY AND JAPAN Bit NOT KXPANI 
N j> , AFTER TT.F- BONN SUMMIT, CERMANY API JAPAN WILL SXPANl 
Ail' V T HOPE IN THIS REGARD THAT 1979 WILL BE BETTER THAN 
i:<V‘. NO DOUBT THERE ARE PROBLEMS NOW, PUT TU.il WfILD WNLt 
BE VCRS I OFF WITH MORE UNEMPLOYMENT AND MIRE PROTECTIONISM 
It »E HAD NOT DONE W RAT WE DID. 

F. TURNING TO ATEEOI 'S COMMENT ABOUT OIL PI09BWION AND 
MD.-.AL RESPONSIBILITY, ONPSP. SECRETARY C»OP»« NOTED THAT WE 
TOO, FEEL A SVSPONSIi.ILITY, FOR EXAMPLE, WHEN WE EXPORT 


' ••-IN. OFTEN TIMES THIS IS CV-’R TTi OBJECTIONS- OF OUR OWN 
-IRS, WHO WOULD UU US TC PRODUCE LESS , THE RLE Y FORCING 
1 ■ CUE PR IC5 . V£ GAVE SENT THOUSANDS AND THOUSANDS OF TONS 01 
IN ON A CONCESSIONARY BASIS TO COUNTRIES SUCK AS INDIA 
: EGYPT PRECISELY BECAUSE OF THIS SENSE OF RESPONSIBILITY. 

> JiK-’CISG MORI THAN *E NTSC , WE THUS FIND OURSELVES IN 
; '' ITU AT I ON "0 COMP DE-GUYS SIMILAR TO THAT OF THE MAJOR OIL 
! ORTIt.C NAilOXS, GT Ei’Ql RtPLlSL WITH A SMILE THAT HE WAS 
ENTIRELY IN AG-ii.iMLNT WITH THY PARALLEL BETWEEN OIL AND 
G l; I N . BUT THrtT 'SUCH DISCUSSION WOULD KtVF TO WAIT FOB ANOTHER 
OCCASION. 

0. OBSERVATIONS BY FINANCIAL ADVISOR A*!- SA'UD. F HALID 
A .! SA'UD, FOR MOiiF THAN 23 YEARS A ELY FIGURE DETERMINING 
DIRECTION AND COMPOSITION OF YOWaIT GOVi-HNMSNT INYtST- 
P MS, TOLD UMoFH SUCK ETA RY COOPS A THAT KUWAIT'S RULES. IS 
! ALLY BXCIUN1V0 TC WORRY ABOUT THE DOLLAR AND CONFIRMED 
• i I A FES PERSONAL I,mw I»i TKE PROBLEM. ABU SA'UD ISTIKASIB 
' M' ON THE ROUGHLY 6 BILLION DOLLARS FROM OIL REVENUES SET 
AMDS BY KUWAIT'S GOVERNMENT LAST TEAR FOR EXPENDITURES , 

Lsi AIT LOST NE AIRLY - 2 PERCENT BECAUSE OF THi DOLLAR'S D1PRI- 
c:.« "ION. THIS WAS BECAUSE FROM HALF TO TWO-THIRDS OF THE 
Cl vFRNMENT BUDGET IE SPENT ON IMPORTS, THE MAJC 
(S3 PKR- 

C.T) OF WHICH ASF FROM COUNTRIES SUCH AS GERMANY AND JAPAN 
M 'Si CURRENCIES PAVE APPRECIATED DRAMATICALLY AGAINST THE 
HOLLAR . ABU SA'UD S.sID IDWAIT STILL LOOKS TO THE UNITED STAllS 
A’ THE PUCE FOR ITS LONG-'i XHM INVESTMENT, BUT TUI! SHORT- 
' IM PROSPECT WAS Vi.Kf TROUBLING NOW THAT NOT ONLY INDIVIDUALS 
, ;• SPECULATORS WERV DUMPING THE DOLLAR, BUT ALSO MAJOR 
INSTITUTIONS. ECHOING COMMENTS OF THE OIL MINISTER , ABU SA'UD 
'.-.ID THAT THE EUROPEAN FINANCIAL COMMUNITY HAS CONCLUDED TBAT 
! AMERICANS SIMPLY AR3 NOT COMCltRHSD ABOUT TUB FALL 01 TBE 
ID'. LAB. BE DOPED SOMETHING COULD ?2 DONE TO CHANGE THIS VIEW 
:■ I SHORE UP THE DOLLAR. AS FOR KUWAIT'S OPTINS REGARDING THE 
i.LLAR, ABU SA'UD SLID FRANKLY: "VE DON'T XNDW WPAT TO DO. 

» V DON’T WANT TO MOVE OUT 0? THE DOLLAR AND TAR* A LOSS, 1 
A 1 1 IN ANT EVENT, tfi.ERi WOULD WE GO (TO INVEST LARGE SUMS)*" 

'-.OIL PRICES AND ABug DHABI CPFC MEETING. IN MEETING WITH 

•;l minister, under SECRETARY cooper said we have a 
vtAT INTEREST IN OPEC'S UPCOMING MEETING IN ABU DHABI. HF 
. ’2N ARGUES ALONG LINES REPORTED PARA 6 REF C THAT SITUATION 
(. PETROLEUM MARTS? IN 1979, EFFECT OF ANY PRICE RISE ON WORLD 
INFLATION, AND STILL PRAGUE STATE OF WORLD ECONOMY ARGUED 
r in EXTREME MODERATION IN APPROACHING DISCUSSION OF ANY Oil 
i NICE RISE AT ABU U. ABI . ALI KHALIFA REPLIED: "WE 
I .'Vi BEEN MODERATE TO DEGREE THAT IS POLIlTKiAUI UNREALISTIC 
...IF YOU ARE TALUI-O ABOUT A FIVE PHRCEhT 1 ’ IWCRIAS* FCWtUlL 


38 


39 


a i G7Q TFIS IS NCT ACCEPTABLE." ANT 01L„MINIST]£R WHO WQUlfJ 
t I'ctfJ §0CB A LIMIT. 'D INCREASE IS EITHER UNAWARE 0? NAIVJ, 
ONE WILL ACCEPT WiiAT THE I3A01S HAVE PUBLICLY DEMANDED. 
"ewvvjsR, Wi WILL NOT ACCEPT AN INCREASE BELOW TEN J’SBCENT, 
iio* IT IS CONS t AT ONCE OS II STACKS , IS NOT Or CONCERN . WK 
TO NOT ASS COMPENSATION ¥0R LOSSES OVER THE PAST TWO YEARS. 
IT 
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• drC/AMBMBASS’f CAIRO 2135 
. ■'a.SRS/AMEP'SASSY CARACAS 389 
M'MI’K/AMCON SUL DilAtiHAh 3820 
v\ v .CD/AMEXE>.5SY DOHA ’155 
0ST/AMEM3ASST JAtA.-.IA 324 

■ MRA/AM3KBASST JIDDA 5835 
• "1 ALS/AMLMBASSY LAGOS 341 

■’ /“LC/AMEMBASSY LI 'SEVILLE ICO 

■ 'PTC /AM EMBASSY LONDON 3155 

’ „MAM/AMEKBASSY MANAMA 3591 
'• « JPS/AXEKBASSY PAMS 2»iar> 

■ 'r.SQI/AMEMBASSf OUT TO 195 
•'.MHR/AHIM5AP»Y T2i. RAN 4353 

•vri/AMEMBAVJT TRIPOLI 1176 
. •iU/AMEMf ASSY VIENNA 357 
: aTRS/USIBEAS WASP DC IMMEDIATE 

MIC E mill SECTION 4 0* fi KUWAIT 0080 

. ON DERSTANC OTtft R..S PON SI HI I ITU'S, PUT Wt ALSO HAVE TiiEM FOR 
OWN PEOPLE. IT .COLD E 5' POLITICALLY UNWISE BOR US TO 
-v?T TOC SMALL AN INCREASE. IT WOULD NOT EVEN BE GOOD FOE 
UNITED STATES BECAUSE OF THE NEGATIVE INTERNAL POLITICAL 
'•.•SCTS FOR THE OIL PRODUCERS ." UNDER SECRETARY COOPER 
' .1 CLUJJED W 11 A V HAD KEEN A SPIRITED BUT FRIENDLY CONVERSATION 
SATING THAT LIE UNDERSTOOD THE POLITICAL AND OTHER CONSIUER- 

■ iOMS INVOLVED, BUT WOULD APPRECIATE THE MINISTER'S 
MCUS EXERCISE 0/ RESTRAINT IN OIL PRICE DECISION. 

' . MINISTERS LINE US TAX CHANGES TO OIL PRODUCTION. 

PROPOSED REVISION BY IRS OF US TAX REGULATIONS TO COVER 
. .-.f OF THE INVESTMENTS OF FOREIGN GOVERNMENTS IN TBii US 
' i.C. 892), R-PORTIU REF B, PROVED TO BE A MAJOR TOPIC 01 
: 1 CUSSION DURING THE VISIT. BOTH TBi OIL AND FINANCE 
•; ISTSBS DISCUSSED THf SUBJECT AT LENGTH. WARNING THAT 
< IS ION 0? REGULATIONS UNDER SBC 682, BY DISCOURAGING 
VAIII INVESTMENT IN THE US, COULD ALSU DISCOURAGE KUWAITI 
PRODUCTION. OIL MINISTER 8EMAR4K& THAT HE EOPID WE UN1}EK, 
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STOOD TRK SINT L> Af-Oil-HERS VL WEHE CREATING 3T OOH NEW TAX 
1 P >.' A THEM OF '.'Willi I '••Vi'ViTMi.M' IN THE OS. BECAUSE Of RECENT 
S • ,<:? CROP IS IRANIAN CU PRODUCTION , A NUMBER 01’ LARGE OIL 
rv TONERS I: A D CD/E T'» HIM. OTFEhlSG TO PURCHASE CONSIDERABLE 
A •."IMS Of CRUDE ON LONG-Ti’.M CONTRACT (PF* D). ALI KHALIFA 
S K THAT Pr.OI’vf i.D I’C REVISION 01 TAX TREATMENT Of FOREIGN 
GCVERNH8AT INVESTMENT ( $£C« ) HAL CREATED A STRONG PKRCEP- 

TTO.« IN THE COUNCIL Of HIHItTEhS THAT THERE WOULD BE NO IN- 
e- . ■- 1 V V YOU 'UW All T) PRODUCE MORE. SINCE INVESTMENT OUTLETS 

k. BEING EOCECLOSLO. OIL MINISTERS Of OPEC SURPLUS 

C V. .TRIES WOULD COMP UNDER INCREASING PRESSURE TO LIMIT PRO- 
TO CD I ON EVEN' MORI IF THEY ASSUMED THEIR INVESTMENTS IN THE 
•'./.• Vi. AS BEING FIS C0D.1AGFD. "MT MESSAGE," All KHAI.I f A CONCLUDED 
“* • PLEAS E rsr.p. TliIS MATTER ASIDE FOR A WEILS. THIS IS NOT THE 
Ti • TO RAISE IT (SEC. 29 ?.)." 

?. IN AN OBVIOUSLY COORDINATE!' APPROACH , FINANCE MINISTER 
A I HCHOt'O ..LI ILUi'S CONCERN, WONDERING OUT LOUD 
W- OTHER SURF' 1 ' I SING CHANCE IN US TREATMENT Of FOREIGN 
CO'. .UiNMFNT INV rSTME;, r IN us fad not BEEN “POLITICALLY 
f '■ IVATED," no; EY SPATE DEPARTMENT BUT UK N JVM OTHER PARTIES. 
AT* :.--;l LMPHACITID TS.AT MATTE it WAS VERY SENSITIVE, SINCE OIL 
PRO .‘‘JCTION AN' INVESTMENTS ACRE CLOSELY RELATED. ABO SA'lID 
ALYO UNDERLINED TUI; mCim GO-: COMESN. DETAILS OF 
t!? CUSHION ON rue. r *2 AN! tI«Ei.K SECRFTART COOPER'S 
f • /’SURANCrS i.LONG LINES RKK A IN RESPONSE TO KUWAIT CONCERNS 
s LOW BY SHE .'EL, GI--N TECHNICAL NATURE OF SUBJECT «_. 

E. N VstTF/SOUTi: ISSUES. IN KF;S FUNS i TO MINISTER ATESQI 'S 
CC: HI, UNDE a S’ICFSTAm* COOPER OUTLINED OUR VIEWS ON NORTH/ 
Soil'll: DIALOG CPS' As FOLLOW?: 

a. ‘-omp.on fiuo. vp a - ft’ at a point 'vlen we can nasi: a 

PSYCHOLOGICAL B3L.* r .l ROUGH OK COMMON FEUD, ON WHICH THERE 
1 5 LL Ul A NEGOTIATING SESSION IN TWO WEEKS TIME. OUR TALUS 
WITH INUCSTRIjvL COUNTRIES ANT> WIPE UNCTAD SECRETARY COREA 
HAVE INDICATED THAT , ON FEY ELEMENTS CONCERNING COMMON FUND, 

V CAN WORT OUT THE .'<AJ08 f NATURES C? A COMMON FUND IF TEE 077 

l. FLEXIBLE . 077 VII tS COMMON FUN’.; AS A SYMBOLIC ISSUE WITH 
I. r GRTAHCE BirCKCL I : S INTRINSIC MERITS • SCMV OF T4S 077 

C '■ -liTRIRS VIS'! 10 u DISRUPTIVE, AND IT IS DIFFICULT FOR A 

:.: ...iP or i?.a countsi s to negotiate nmnr. under secretary 

" . .HO ATE20I .’0 hAV v . KUWAIT USE ITU COO 1 .) OFFICES TO PROMOTE 
FitXIBILITI WITHIN T .IS G77 ON THIS JSSVi* 

I *. ■ - 

i . ; . . C T A D . MELTINGS INVOLVING NORTH/SOUTH ISSUES INCLUDE 

COLOMBO MEETING I ti i. ABLY JANUARY, G77 MEET IN IN FEBRUARY AND 

tm unc pad hutting in may 1 - 79 . under sue ret ary encouraged 

."-.IT TO PI. A ' ti MO OH RATE AND CONSTRUCTIVE HOLS AM TO 
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I COURAGE THE RIGID AND DOCTRINAIRE: POSITIONS THAT SOME 

■ .-/BARS OF THE G77 TAKA. HE SAID Vi UNDERSTAND THAT SOME 
■"NTRIES WOULD LHf, TO RAISE INTERNATIONAL MONETARY ISSUES 

• T THE UPCOMING UNCTAD MEETING AT MANILA. WE HAVE NO PROBLEM 

■ • "H DISOCSSING THESE QUESTIONS A? MANILA, BUT WE BELIEVE 
1 WOULD BE A MISTAKE TO HAVE SUCH ISSUES A PART OF THE 

sc:ad wore program in the future because (a) it would divert 

■:aa 
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INFO RUQMBI/AMEMBASSY ABU DHABI 4257 
RUFHRS/AMEMBASSY ALGIERS «73 
ZEN/US INI BAGHDAD POUCH 
RUFHBS/AMEMBASSY BUSSELS 6219 
RUEHEG/AMEMBASSY CAIRO 2136 
RJES RS/AMEMBASSY CARACAS 390 
RUQMDH/ AMCONSUL DHAHRAN 3830 
RUQMOD/AMEMBASSY DOHA 2196 
RUKOBI/AMEMBASSY JAKARTA 325 
KUQMRA/AMEMBASSY JIDDA 5836 
RUTALS/AMEMBASSY LAGOS 342 
RUFHLC/ AMEMBASSY LIBREVILLE 199 
RUDTC/ AMEMBASSY LONDON 3196 
RUQMAM/AMEMBASSY MANAMA 3392 
RUFNPS/ AMEMBASSY PARIS 2006 
RUESQI/AMEMBASSY QUITO 197 
RUQMTI /AMEMBASSY IRIPOLI 1177 
RUFHAU/ AMEMBASSY VIENNA 368 
RDEATRS/USTREAS WASHDC IMMEDIATE 
BT 
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RESOURCES AWAY FROM ONGOING PROGRAMS WHICH UNCTAD IS HAVING 
DIFFICULTIES MAINTAINING ; (B) IT MOULD DEI PACT FROM THE WORK 
OF THE IMF AND WORLD FINANCE MINISTERS, SINCE UNCTAD IS NOT THE 
NATURAL FORUM FOR DICUSSIONS OF INTERNATIONAL MONETARY ISSUES. 
UNDER SECRETAW COOPER SUGGESTED KUWAIT MAY WISH TO RAISE THIS 
BEKORE THE FORTHCOMING JANUARY 4TH COLOXBO MEETING. 



C. COMMITTEE OF THE WHOLE. THERE WAS A "FRACAS IN SEPTEMBER 
OVER PRECISE TERMS OF REFERENCE, BUT THIS APPEARS TO HAVE BEEN 
RESOLVED. WE HOPE THAT WHEN THE NEGOTIATIONS BEGIN IN JANUARY 
WE CAN DEAL WITH SUBSTANTIVE RATHER. THAN PROCEDURAL ISSUES, 

AS" HAS HAPPEFED UP TO THE PRESENT. 

D. CODE OF CONDUCT. THERE ARE STILL IMPORTANT DIFFERENCES 
BETWEEN THE UNITES STATES AND THE G77, BUT WHEN WE SIT DOWN 
THESE MAY NOT BESTHAI SHARP, AS OUR BASIC VIEWS ARE NOT THAT 
FAR APART/ 

9. COMMENTING ON UNDER SECRETARY'S PRESENTATION, ATEEQI SAID 

THAT THE NORTH/SOUTH DIALOGUE, OF COURSE, COVERED A WISE 

RANGE OF ISSUES, SOME WITHIN HIS SCOPE AND SOME NOT. HOWEVER, 

HE DECLARED;" I DON'T BELIVE IN NORTH/SOUTH DIALOGUE AT 
ALLO. I NEVER BELIEVED IN THE SO-CALLED ARAB/EUROPEAN DIALOGUE 

BECAUSE THERE IS NOTHING IN IT ...AS FOR TECHNOLOGY 
TRANSFER, I CAN'T PUT A US MIND IN AN AFRICAN OR AN ARAB 
HEAD/ IF I WANT TECHNOLOGY TRANSFER I HAVE TO PAY TO STUDY 
AND TO SPEND FOR RESEARCH. I CAN'T INJECT WHAT IS IN MY MIND 
TO YOJ. TRANSFER OF TECHNOLOGY IS A FOOL'S SLOGAN." 

ATEEQI STRESSED THAT TRYING TO REACH FORMAL AGREEMENT ON 
"TECHNOLOGY TRANSFER" WAS A MEANINGLESS AND FUTILE EXERCISE 
SINCE IT WAS HARD ENOUGH JUST TO REACH AGREEMENT IN NEGO- 
TIATIONS BETWEEN TWO COUNTARIES , MUCH LESS AMONG SCORES OF THEM. 

10. THE COMMOND FUND, ATEEQI SAID HE HAD MANY RESERVATIONS 
ABOUT A COMMODITY FUND, BUT KUWAIT COULD NOT TELL THE G77 
NATIONS THAT IT DID NOT SUPPORT THEM. HE DID NOT BELIEVE 
EITHER THE US OR THE G77 COMMODUTY PROJECTS WILL WORK. 

11. UNDER SECRETARY COOPER SAID HE AGREED WITH THE MINISTER 
ENTIRELY ON THE QUESTION OF TECHNOLOGY TRANSFER — WHICH HAS 
MEANING ONLY IN TERMS OF BUILDING HUMAN CAPABILITY TO CREATE 
NEW KNOWLEDGE. HE HOPED THAT AT THE INTERNATIONAL CONFERENCE 
ON SCIENCE, TECHNOLOGY AND DEVELOPMENT (UPCSTD) NEXT 
SUMMER, THIS CENTRAL POINT WILL COME THROUGH — WHAT NEEDS TO 

BE DEALT WITH IS EDUCATION ABOVE ALL. HE SAID HE WAS INTERESTED 
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IN THE MINISTER'S SKEPTICAL VIEW OF THE COMMON FUND. FOR OUR 

PART, WE SEE SOMESVALUE IN IT. IT WILL NOT SAVE THE WORLD, 

BUT IT COULD MAKE A MODEST IMPROVEMENT. ATEEQI INTERJECTED 

THAT IT WOULD START MODESTLY AND THEN^ END UP LIKE THE UNITED 

NATIONS UNDER SECREZARY COOPER REPLIED THAT .THIS WAS JUST 

WHAT WE WANTED TO AVOID. HE HOPED KUWAIT WOULD EXPRESS ITS 

STRONG VIEWS AT THE CONFERENCE. THE MINISTER SAID HE PLANNED 

TO DO SO THROUGH THE OPEC SECRETARIAT. UNDER SECRETARY 

COOPER CONCLUDED THAT IT WOULD BESHELPFUL TO INTROUDCE REALISM 

INTO THE NEGOTIATIONS. HE AGREED WITH THE MINISTER THAT 

THERE ARE DIFFICULTIES ENOUGH WITH A ONE-TO-ONE NEGOTIATION, 
BUT ADDED THAT WE LIVE IN A WORLD WITH )50 COUNTRIES AND NEED 
TO TREAT GLOBAL. ISSUES ON A GLOBAL BASIS, DESPITE THE 

DIFFICULTIES . 

12. DURING A WIDE RANGING DICUSSION ON AID POLICY, KUWAUT 

FUND DIRECTOR GENERAL ABDULLAl'lF AL-HAMD ARGUED THAT US 

SHOULD BASESITS AID LESS ON POLITICAL CONSIDERATIONS AND AT 

LEAST SEGREGATE SOME OF ITS AID FOR PURELY DEVELOPMENTAL 

PURPOSES. HE EXPRESSED FEAR THAT LACK OF US SUPPORT FOR 

IDA VI WOULD DISCOURAGE THE OPEC SURPLUS AID/DONORS I SWHOSE 

SURPLUSES WERE DIMINISHING. USAID’S BASIC HUMAN NEEDS (BHN) 

APPROACH WAS TOO DOGMATIC. UNDER SECRETARY COOPER REPLIED 

THAT THE RECENT AID BILL SHOWING SIGNIFICANT INCREASE IN US 

ASSISTANCE; AS A DEMOCRATIC COUNTRY WE HAD TO BE 

RESPONSIVE TO THE OPINIONS OF TAXPAYERS WHO PAID FOR FOREIGN 

ASSISTANCE AND BHN WAS MORE POPULAR AND HAD MORE SUPPORT. 

OPEC AID DONORS SHOULD NOT LQOK AT US PERFORMANCE ON IDA VI 

AS A BELLWETHER SINCE THE SWING IN PUBLIC SENTIMENT WAS NOW 

BACK TOWARD BILATERAL ASSISTANCE. IMPORTANT DEVELOPMENT WAS 

THE OVERALL LEVEL OF US ASSISTANCE, WHICH HAD INCREASED 

MARKEDLY PN THE PAST YEAR/UNBER SECRETARY ALSO NOTED THAT 

DIFFERENT COUNTRIES HAVE DIFFIRENT PREFERENCES IN ORGANIZING 

ASSISTANCE POLICIES AND IT WAS MORE IMPORTANT TlfAT OVERALL 

EFFORTS INCREASED THAN THAT ALL SUPPORTED THE SAME ENDS. 

MAESTRONE 

BT 

#6000 
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UCSliNRG, EINY, TINS, TO, IK, IU 

SBJECTl KU.JITI OIL MINISTER CALLS ON UNDER SECRETARY 

( COPER 
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1. KUNAITI OIL MINISTER SEAI'.H ALI KHALI FA AL-SA3AH 
HUD ON UNDER SECRETARY FOB. ECONOMIC AFFAIRS COOPER 
I' nil! 1 : N0V * 15 > His CALLS 0)1 SECRETARIES 

l; NE SCHi -ESINUER. BOTH MINISTER AND COOPER RE- 
CALLl.. THEIR RECENT DISCUSSIONS IN KUWAIT ( SEPT EL ) AND 
MPRESSSD AN INTEREST IN MAINTAINING THE FRANK DIALOGUE 

VlOt^KOKAIT AND A THI S D!s. B£t “ IlN KC ° N0MIC 0mcl *M 
: T 5L^' INIsnR ' s ot,iiRT tbolIT in current 

. I TCATION IN IRAN. COOPER NOTED THAT THE GENERAL SITUATION 
BITT£H * p S°I>«CTrOI< ON NOV. 12 NAS 

■^Tc^RE^EAr^j/i™ i?* S Ti!Al TE * 3 HH.LX0N LEVEL 

I. HI BE HEACHED NOV. 13, SuPEKV I aJkS KERB BACK AT 80RC! 

UE COLLAR WORKERS KERB COMING BACK TO WCM IN INCREASING 

* S Hm C0LlAS SIirr STILL ON 

■ RUE IN VERY LARGE NUMBERS . KHARG ISLAND IS STILL NOT 
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functioning . the o overnment of Iran (goi) has taken a 

STRONG STAND Nf 1TB STRIKERS t EITHER THE! MUST RETURN TO 
WORE OR BE FIRED. IE TEE! ARE FIRED, TESY KIEL LOSE THEIR 
COMPANY HOUSING IMMEDIATELY . 

3. MINISTER REPLIED THAT LAV AND ORDIR MUST BE R2STOREL 
NOV AND THAT HE SArf NO ALTERNATIVE TO THE SHAH'S RECENT 
ACTIONS. SINCE THE SITUATION IN THE OIL SECTOR IS A 

JUNCTION OF THE GENERAL SITUATION IN IRAN, IT POLLOVS 
THAT OIL PRODUCTION WILL NOT LI FULLY RECOUPED UNTIL 
PEACE AND LAV AND ORDER ARE RESTORED. 

4. COOPER RECALLED 

THAT DURING HIS VISIT TO KUWAIT, THE QUESTION OP IN- 
CREASED LIITIKG HAD BEEN RAISED; RE NOTED THAT If THE 
PRESENT SITUATION CONTINUES FOR ANOTHER PEV WEEKS IN 
IRAN, IT MAY BE NECESSARY TO ASK THE KUWAITIS TO INCREASE 
THEIR LIPTING. All KHALTPA STATED TEAT HI HAD BEEN 
INFORMED TEAT THREE TO POUR DATS PRODUCTION NORTH Of 
PETROLEUM HAS BEEN LOST AS A RESULT OF THE IRANIAN STRIKE. 
THIS IS NOT A SERIOUS SITUATION YET BUT WILL HAVE TO BE 
COMPENSATED FOR NEXT YEAR VITH INCREASED PRODUCTION, IN 
ORDER TO MAKE UP THIS AMOUNT AS WELL AS TAXING INTO 
CONSIDERATION THE ANTICIPATED INCREASED DEMAND, COOPER 
NOTED THAT SAUDI ARABIA HAS BEEN PRODUCING WELL ABOVE 
ITS "NORMAL" IRYIL FOR THE PAST SEVERAL DAYS. 

5. MINISTER STATED PLATLY THAT If THI US& WERE PLANNING 
TO ASK KUWAIT TO INCifSISE ITS LIFTINGS, "i CERTAIN*! 

HOPE THE TAUTION ISSUE CAN PS 2STTLSD. HR NOTED THAT 
FOLLOWING THI COOPER VISIT TO KUWAIT HR HAD RAISED THE 
QUESTION OF POSSIBILITY OF INCREASING PRODUCTION WITT THE 
CABINET AND THAT IT WAS NOT RECEPTIVE AS LONG AS THE 
TAXATION ISSUE WAS UNRESOLVED. ALI KHALIFA HOPED THAT 
SECRETARY BLUMSNTHAL WOULD BE IN A POSITION TO REASSURE 
THE GOK DURING HIS UPCOMING VISIT, THE MINISTER NOTED 
THAT HI UNDERSTOOD THAT THE IRS IS "INDEPENDENT," BUT HE 
HOPED THAT THE U8G UNDERSTOOD BOV IMPORTANT HI8 GOVERNMENT 
TREATED THIS ISSUE. 

»s. COOPER RECALLED HIS LONG CONVERSATION VITH KUWAITI 
FINANCE MINISTER ATEEQI ON THIS ISSUE (Of TB* PROPOSED IHS 
REGULATION DILATING TO SECTION 892 OP TIE IRS CODE). 

COOPER NOTED THAT THE PROPOSED DRAFT REGULATION BAS BEEN 
PROMULGATED AND THAT HEARINGS ARE SCHEDULED TO BE HELD AT 
THE END OP JANUARY. SECRETARY BLUMRNTBAl IS THE 
AUTHORITATIVE YOKE IN TS® USC ON THAT SUBJECT^ AND HI WILL 
CERTAINLY BE INTERESTED IN TEE VIEW OP THE GOTO I 
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6. MINISTER REPLIED THAT HE WAS "MORE PESSIMISTIC," THAT 
LONDON BAN LESS WITH WHOM HE PAS BEEN CONSULTING THE PAST 
F i: j DAIS ARE CONVINCED THAT JANUARY/FERRtJARY WILL BE THE 
RIAL TESTING PERIOD FOR THE DOLLAR. INVESTMENT BAitiERS 
ARE NOT CONVINCED THAT TI!E UPO WILL TAKE ALL THE STEPS 
NICESSARY TO DEFEND THE DOLLAR AND THEY ARE POISED FOR 
TESTING OF USG WILL IN THIS REGARD IN JAN/FEB. HE 
THOUGHT THAT THE MARK AND POSSIBLY TIE YEN WOULD REMAIN 
THE PRESSURE POINTS FOR THE DOLLAR. 

6. IN RESPONSE TO COOPER QUERY AS TO "WHAT WOULD CONVINCE 
T INVESTMENT BANK HRS THAT THE USG V AS SERIOUS IN ITS 
DEFENSE OF TEE DOLLAR, All IHALIFA NOTED LAUGHINGLY 
THAT THEY DCN'T SHEAR GOOD NEWS. COOPER SAID THAT 
TREASURY IS READY TO DIAL WITH WHATEVER 
PROBLEMS MIGET EXIST IN THE MONEY MARKETS. 

PROBLEMS MIGBT EXIST IN THE MONEY MARKETS. 

,0. ALI EE Ail FA ASKED FOR MORE DETAILS ON THE ANTI- 
INFLATION STRATEGY. COOPER REPLIES THAT THE USG ANTI- 
INFLATION STRATEGY FRAMEWORK BAS ALREADY BEEN STATED 
AND THAT NOW THE USG IS INVOLVED IN FILLING OUT THIT 
FkAMEWOBJ IN TPS MOST AFFECTIVE MANNER. PROGRAM IS 
SUBSTANTIAL AND IMPORTANT AND, CONTRARY TO PRESS TREATMENT 
OF IT, DOES PAVE SOME TEETH, PARTICULARLY WITH 18GABD TO 
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i.S COMPLIANCE CLAUSE. THE MINISTER WONDERED HOW EFFECTIVE 

I. IS CLAUSE WOULD PC, HOW MUCH OF TEE U.S. ECONOMY IS 
'.EJECT TO USG CONTROL IN THAT MANNER? COOPER REPLIED THAT 

’.-RGB SEGMENT OF THE U.S. ECONOMY IS COMPOSED OF USG 
,■ RCBASES OF GOODS AND SERVICES, INCLUDING PAYROLLS. MANY 
FIRMS A.U NOT DIRECTLY EFFECTED BUT ALL MAJOR FIRMS 
* wr AND THEY WILL SET THE TONE FOR PRICING FOR OTHER FIRMS. 
.VERAL IMPORTANT SECTORS OF THE ECONOMY ARE NOT UNIONIZED, 
CLUDING HIGHER EDUCATION, BANNING AND INSURANCE. TRi.SE 
'.‘CTORS WILL LOOK TO THE GUIDELINES AND PROBABLY ADHERE TO 
T:.4K. 

II. ALI KHALIFA ASKED COOPER ABOUT THE FUNCTIONING OF THE 
. iVERAL JOINT COMMISSIONS WHICH THE U.S. HAS ESTABLISHED 
WITH VARIOUS COUNTRIES OVER THE PAST SEVERAL TSARS. 

COOPER REPLIED THAT HE WAS LEAVING THAT EVENING FOR INDIA 
TC CHAIR THE ANNUAL MEETING OF THE INDO-U.S. JOINT 
COMMISSION. INDIA HAD DECIDED AT THE POLICT LEVEL THAT IT 
WAS MORE INTERESTED IN FOREIGN INVESTMENT THAN IN THE PAST} 
TUT AMERICAN BUSINESSES REPORT TEAT AT THE BUREAUCRATIC 

I. VEL, INDIAN ATTITUDES APPEAR NOT TO HAVE CHANGED, 
i DOPER SAID THAT THE VARIOUS JOINT COMMISSIONS HAVE 
i hODUCED MIXED PATTERNS OF RESULTS,* SOME ARE VERT USEFUL, 

; 'ME MORE OR LESS MORIBUND. VANCE 
< . 
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1. VISITING KUWAIT OIL MINISTER SHEIK ALI KHALIFA AL SABA1J 
REJECTED THE POSSIBILITY THAT THE ARAB COUNTRIES WOULD NEGOTIATE 
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AN OIL PRICE FREEZE WIT2 THE UNITED STATES OR ANT OTHER COUNTRY 
"BEHIND THE BACK OF OPEC", WHEN ASKED BT THE PRESS TO COMMENT ON THE 
VISIT OF TREASURY SECRETARY BLUMENTBAL TO THE MIDDLE EAST. HI 
INSISTED TEAT A DECISION ON PRICES WAS ONE THAT- COULD BE TAKEN ONLY 
WITHIN THE MEMBERSHIP OF OPEC. TOGETHER WITH HIS HOST, ENERGY 
MINISTER VALENTIN HERNANDEZ , 'ALT KHALIFA DENIED KNOWLEDGE OF A 
REPORTED SECRET AGREEMENT BETWEENTHE U.S. AND SAUDI ARABIA ON PRICES, 
WITH HERNANDEZ ADDING THAT IF IT WERE A SECRET AGREEMENT HE WOULD 
HAVE NO REASON TO KNOVjp ABOUT IT AND EVEN LESS TO TALK ABOUT IT. 

THE TWO MINISTERS ALSO EXPRESSED DOUBTS ABOUT THE ACCURACY OF 
RECENT PRESS REPORTS THAT SAUDI MINISTER YAMANI PUBLICLY SUPPORTED 
A PRICE FREEZE, BUT DECLINED TO COMMENT SPECIFICALLY ON THIS 
POINT. 

2. ALI KHALIFA REPORTEDLY DID EXPRESS HIS SUPPORT FOR A 

PRICING MECHANISM INVOLVING QUARTERLY INCREASES OT BETWEEN TWO AND FIVE 
PERCENT, SAYING THAT KUWAIT WOULD TAKE SUCH A PROPOSAL TO THE 
DECEMBER OPEC MEETING, AND EXPECTED IT TO BE .ADOPTED 
BY THE OTHER MEMBERS. WHILE HE AGAIN DECLINE# TO SPECIFY THE 
AMOUNT OF INCREASE KUWAIT WOULD SEEK IN THE DECEMBER MEETING, 

HE SAID AN INCREASE WAS NECESSARY TO PARTIALLY COMPENSATE FOR 
LOSSES SUFFERED BT THE PRODUCING COUNTRIES DUE TO INFLATION AND 
CURRENCY DEVALUATIONS. HE WAS QUOTED AS SAYING THAT IF SECRETARY 
BLUMENTHAL "KNOWS OF NO REASONS IN FAVOR OF AN INCREASE, WE CERTAINLY 
DO. 

3. ALI-KHALIFA IS CLEARLY PROVING MUCH MORE ACCESSIBLE TO THE LOCAL 
PRESS THAN WAS YAMANI, BOTH BECAUSE OF HIS OWN PERSONALITY AND THE 
ABSENCE OF THE LARGE CONTINGENT OF BODYGUARDS, WHICH SURROUNDED 
YAMANI, AND KUWAITI HAS THUS ALREADY RECEIVED MUCH MORE COVERAGE 
THAN YAMANI IN THE LOCAL PRESS. HIS REPORTED SUPPORT FOR A SYSTEM OF 
QUARTERLY OIL PRICES INCREASES COINCIDED HERE WITH PRESS REPORTS 
FROM TEAT YAMANI HAD ALSO COME OUT IN FAVOR OF GRADUAL INCREASES! 

THIS POSITION IS CERTAINLY IN KEEPING WITH THE VIEWS OF MINISTER 
HERNANDEZ THAT OPEC'S TRADITION OF FOCUSING ONCE OR TWICE A TEAR 

ON THE PRICE QUESTION ONLY SERVES TO DIVIDE THE ORGANIZATION AND 
POSTPONE DECISIONS ON OTHER IMPORTANT MATTERS. 

LUERS 

BT 
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SUBJECT: SECRETARY SCHLESINGER* S DISCUSSIONS WITH MINISTEJ 
ALI KHALIFA 


I. SUMMARY. DURING 1-1/2 HOUR MEETING ON NOVEMBER 13, 
ENERGY SECRETARY SCHLESINGER AND MINISTER KHALIFA DISCUSSED 
THE IRANIAN SITUATION, THE UPCOMING OPEC PRICE DECISION, 

OPEC PRODUCTIVE CAPACITY, AND IEA/OPEC RELATIONS- SECRETARY 
SCHLESINGER BRIEFED THE MINISTER ON THE US ENERGY LEGISLA- 
TION AND OIL PROSPECTS IN CHINA AND MEXICO. HE ACCEPTED 
AN INVITATION TO VISIT KUWAIT IF HE TRAVELS TO THE MIDDLE 
EAST IN EARLY 1979, AS HE IS TENTATIVELY PLANNING. END 
SUMMARY. 


2. WHILE THE IMMEDIATE SITUATION IN IRAN WAS REGARDED AS 
ENCOURAGING, SECRETARY SCHLESINGER EXQRESSED CONCERN OVER 
THE LONG TERM CONSEQUENCES OF THE EVENTS IN IK AN • HE SAID 
THAT IT WOULD BE VERY DIFFICULT TO RECOVER PREVIOUS STABILITY 
IN THE MIDDLE EAST, AND THAT SHOULD THE SHAH BE THROWN OUT, 
THE AREA WOULD BE PLAGUED WITH INSTABILITY FOR A DECADE. 

3. THE TWO MINISTERS AGREED THAT THE SOVIETS WERE NOT 
RESPONSIBLE FOR THE IRANIAN TROUBLE SB UT MIGHT WELL SEEK 

TO TAKE ADVANTAGE OF THEM. THEY ALSO AGREED THAT KHOMEINI 
AND SANJABI WERE LESS ORGANIZED THAN THE EXTREME LEFTIST 
FORCES IN IRAN. SECRETARY SCHLESINGER SAID THE IRANIAN 
SITUATION WAS PARTICULARLY DISTRESSING SINCE IT FGLLOWED 
RECENT EVENTS IN THE TWO YEKENS AND IN AFGHANISTAN. HE 
SUGGESTED THAT PAKISTAN MIGHT EE THE NEXT PROBLEM SINCE IRAN 
SERVEDSAS A 2UTTRESS TO PAKISTAN. MINISTER KHALIFA SAID 
THAT VIRTUALLY ALL MIDDLE EAST COUNTRIES, INCLUDING IRAQ, 
iiCPEO THE SHAY COULD UEATHER THE CRISIS. 


4. MINISTER KHALIFA MAINTAINED THAT AN HONEST GOVERNMENT 
AND BETTER DISTRIBUTION Of THE CO'UlvTRY’S WEALTH WAS THE 
LONG-TERM SOLUTION FOR IRAN. SECRETARY SCHLESINGER COM- 
MENTED THAZ THE SHAH'S "WHITE REVOLUTION", WHICH KHOMEINI 
ATTACKS AIMED AT REDISTRIBUTION OF INCOME. 

5. RE THE ABU DHABI PRICE MEETING, KHALIFA SAID THAT HED 
EXPECTED A "MODERATE" INCREASE (10-15 PERCENT) TO BE THE 

FINAL OUTCOME. HE SAID NO DECISION HAD YET BEEN MADE AND 
INTENSE LOBBYING WOULD NOT BE&l/V JtfTIL D tUM&U. HE SAID 
l HE OPEC MINISTERS WOULD CONSIDER TWO, POSSIBLE SCENARIOS* 

(1) A SINGLE PRICE INCREASE VALID FOR ONE YEAR,. AND (2) AN 
INITIAL INCREASE (E.G., 5 PERCENT) FOLLOWED BY SMALLER 
INCREASES (E.G., 2-3 PERCENT) EACH QUARTER OVER THE NEXT 
I WO YEARS. TO SECRETARY SCHLESINGER* S QUERY, HE 
MAINTAINED THAT THE MARKET WOULD SUSTAIN PERIODIC PRICE 
INCREASES EVEN IF IRAN RETURNS TO FULL PRODUCTION AND 
GROWTH RATES IN THE INDUSTRIAL COUNTRIES ARE REDUCED. HE 
PROJECTED DEMAND FOR OPEC OIL IN 1979 AT 31.5-32 MMBD, UP 
FROM 29-30 MMBD IN 1978. 

6. MINISTER KHALIFA SAID THAT HE WAS CERTAIN PRACTICAL 
OPEC PRODUCTION CAPACITY WAS DRAMATICALLY LESS THAN THE 
38 MMBD THAT IS SOMETIMES REPORTED. USING KUWAIT AS AN 
EXAMPLE, HE SAID THAT ITS OFFICIAL CAPACITY WAS 3.8 MMBD 
HUT PRACTICAL CAPACITY WAS ONLY 2.5 MMBD. HE NOTED THAT 
SAUDI ARABIA, WHILE CURRENTLY PRODUCING OVER ITS CEILING 
U ECAUSE OF THE IRANIAN SITUATION, WOULD NOT OBJECT TO A 
PRODUCTION LEVEL OF LESS THAN THE 8.5 MMBD CEILING. 

7. SECRETARY SCHLESINGER SUGGESTED THAT THE IEA WAS EN- 
UAGEDSIN SOME ACTIVITIES -- QROMOT ItvG CONSERVATION, DEVE- 
LOPING AN EQUITABLE AWLOCATION SYSTEM FOR SHARING OIL 

IN TIMES OF SHORTAGE -- THAT WOULD ALSO HOLD BENEFITS FOR 
OPEC. HE SAID THAT THE IEA NO LONGER WAS A CONFRONTATIONAL. 
ORGANIZATION AND WONDERED IF IT COULD BE USED TO .FACILITATE 
RET TER PRODUCER/CONSUMER COOPERATION. MINISTER KHALIFA 
SAID that tlOST OPEC NATIONS WERE ON PUBLIC RECORD IN 
OPPOSITION TO IEA. NO FORMAL. IEA/OPEC DIALOGUE WAS NOW 
POSSIBLE, ALTHOUGH INFORMAL INFORMATIONAL EXCHANGE AT 
STAFF LEVEL COULD BE USEa'L. ACCORDING TO MINISTER 
KHALIFA, THE PRODUCERS and CONSUMERS SHOULD SPEND THE 
NEXT TWO YEARS DECIDING AMONG THE*! SELVES THEIR OWN NEEDS 
AND PRIORITIES (AS THE OPEC MEMBERS WOULD DO IN THE NEW 
STRATEGIC COMMITTEE) AFTER WHICH TIME SOME TYPE OF RE- 
PRESENTATIVE PRODUCEFi/CONSUMER DIALOGUE MIGHT BE POSSIBLE. 
IN SUCH A DIALOGUE,^) NLY NATIONAL MINISTERS WOULD SPEAK, 

OUT OPEC AND IEA COULD ATTEND AS 03 SERVERS. 

.1 i 
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3. SECRETARY SCKLESINGER ASSURED THE MINISTER THAT THE NEW 
US ENERGY PROGRAM WOULD EE RIGOROUSLY IMPLEMENTED AND 
WOULD EE EFFECTIVE. HE SAID HE WOULD USE THE AUTHORITY 
TO THE MAXIMUM TO FORCE THE EUR RING OF COAL IN INDUSTRIAL 
AND UTILITY BOILERS. THEHCONSERVATIQN PROVISIONS OF THE' 
LEGISLATION WILL HAVE A SUBSTANTIAL IMPACT. THE PROVISIONS 
ON NATURAL GAS PRICING SHOULD PRODUCE CONSIDERABLE 
QUANTITIES OF NEW GAS AND IN THEMSELVES ENSURE A REDUCTION 
IN US OIL IMPORTS 3Y MORE THAN ONE MNSD BY 1985. THE IM- 
PACT OF ALL THE NEW LEGISLATION WILL BE TO REDUCE OIL 
IMPORTS IN 1935 BY 2.5-3 MM ED BELOW THE LEVEL THEY OTHER- 
WISE WOULD HAVE BEEN. THE SECRETARY SAID THAT WE NOW 
EXPECT 1965 OIL IMPORTS TO BE AROUND 9 MMBD . 

9. RESPONDING TO MINISTER KHALIFA’S QUERY, SECRETARY 
SCKLESINGER ADMITTED THAT SOME OF THE ADMINISTRATION 
INFLATION FIGHTERS WERE EXERTING PRESSURE AGAINST RAISING 
US DOMESTIC OIL PRICES TO WORLD LEVELS. THE DECISION ON 
THIS ISSUE WOULD EE TAKEN NEHTKYEAR. THE SECRETARY EX- 
PRESSED A STRONG VIEW THAT IKE PRICES SHOULD BE RAISED. 

1C. SECRETARY SCHLE*INGER BRIEFED MINISTER KHALIFA OH OIL 
PROSPECTS IN CHINA AND MEXICO. HE PLACED CHINESE TOTAL 
(PROVED AND UNPROVED) RESERVES AT 100 BILLION BARRELS (CIT- 
ING A CIA PUBLICATION), HALF OF WHICH WAS ON-SHORE AFD THE 
REMAINDER OFF-SHORE. HE EXPECTED THE CHINESE TO USE WESTER 

FIRMS TO EXPLORE FOR OIL IN THE OFFSHORE AREAS. HE NOTED 
THAT THE CHINESE ARE OVER OPTIMISTIC ABOUT THE AMOUNT 
OF REVENUES THEY COULD EXPECT IN THE NEXT FEW YEARS FROM 
OIL EXPORTS. 

11. SECREZARY SCHLESINGER CITED MEXICAN ESTIMATES OF 
SJ BILLION BARRELS OF PROVEN RESERVES AND SAID MEXICO 
PR03ABWY HAD MORE THAN AN ADDITIONAL ICC BILLION 
BARRELS IN RESERVES. HE ANTICIPATED MEXICAN PRODUCTION 
OF 4-5 MMBD BY 1965, 3 MMBD OF WHICH WOULD BE EXPORTED. 

12. SECRETARY SCHLESINGER MENTIONED THAT HE WAS TENTATIVE- 
LY PLANNING A TRIP TO THE MIDDLE EAST IN EITHER JANUAJY 

OR THE EARLY SPRING. HE RESPONDED POSITIVELY TO THE 
MINISTER’S INVITATION TO VISIT KUWAIT AT THAT TIME. VANCE 
BT 
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SUBJECTS Kuwaiti University Students; Iran and Kuwait; 

Opposition to Ruling Family; Moslem Conservatism; 
Shi'ites; Biographic Information 

0 

PARTICIPANTS : Mohammad Al-Rumaihi, Kuwait University Professor and 

Editor-in-Chieip of Arab Times 
Peter A. Sutherland, DCM, American Embassy, Kuwait. 
James L. Clunan, Political Officer, American Embassy, 
Kuwait 



DISTRIBUTION: AMB ECON INR/RNA & INR/OIL/B 


DCM USLOK USINT BAGHDAD 

POL- 3 NEA/ARP Amembassy TEHRAN- 2 



W’) During a reception held by the Ambassador for visiting Treasury 
Secretary Blumenthal and his delegation, Rumaihi told the Secretary 
il.-it he shouldn't be talking to the people at this reception; if he 
•cully wanted to know what was going on in Kuwait and who would be 
m charge in a few years, he should be looking elsewhere. We followed 
op on these remarks by inviting Rumaihi to lunch. Over the course 
•i) three hours’ discussion, the following emerged. 

; U) Rumaihi, who teaches at the University, told us he devotes the 
■arly part of the morning to lectures and classes. Later in the day 
t.e goes about his business around town but is not compelled to spend 
a fixed number of hours at his newspaper. Close supervision there 
is exercised by others. This regime gives Rumaihi time to contemplate 
i'u«-ait society and its defects. 


( U ) Kuwaiti University Students 


<,U) Rumaihi said that a number of students are suffering hardships 
iie._ause of the rapid rise in the cost of living. Of course, the 
Government provides free education, but the student is on his own as 
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t av as housing and meals arc concernc.ed. A majority of students are 

' ■iking part-time jobs to make ends meet. None of this struck us as 

particularly troublesome, in view of the number of Americans who 
hive to work their way through college, Rumaihi acknowledged this 
rvoittt, but went on to note the important factor for the students is 

r he appearance of hardship in comparison to others. In contrast 

' u I. he wealthy and well-to-do, a number of students classify them- 
selves as "poor." 

i L‘) There are also social pressures on the student brought by the 
preac wealth displayed by some members of the student body. Some 
‘-'-in a Le students come to class with a brand new outfit every third 
Pay but most do not. More and more of the latter, who cannot keep 
up with the competition in clothing, are taking to the traditional 

i. osLuiiie of Kuwaiti women, veil and ail. 

Sutherland cited the study by Tawfic Parah which concludes 
'■bat Kuwaitis in the University place their religion ahead of other 
allegiances, including their family, country, and race. (The study 
to appear in the December 1978 issue of the Journal of Social 
Psyc hology . ) Rumaihi agreed that students are showing greater 
interest in Islam. It serves as a mask for rebellion, he said. In 
this regard, Rumaihi addressed himself to the notion of "sharing 
power. " The ruling family does not do this, and students resent 

i i , as well as their relative "poverty." The conventional outlets 

- a* this resentment do not exist: There are no student organizations 
' in:;, matter; the press is controlled; there is no National Assembly, 
hhseiit these, the students join Moslem groups and vent their dis- 
HM isf action under cover of exhorting the Government to be more 
zealously Moslem in its conduct. 

i o) Iran and Kuwait 

(t) Events in Iran are the. central topic of conversation. Rumaihi 
thought the events there boded ill for Kuwait, in that history would 
not. precisely repeat itself here but that some of the disabilities 
Pi the regime in Iran are also present here. 

( C ) Oppos i lion to Ruling Family 

11-) He referred to corruption. "The Shah is in his twilight. His 
authority has been undermined by the corruption of those around him, 
those he trusted. I have analyzed these in my recent article in 
a i-S lyassa . " Rumaihi said: "In former times the rulers of Kuwait 
and their family were not vulnerable to charges of corruption." The 
Sabahs had remained aloof from business, but in the middle 60 's the 
family entered commerce and finance in a big way. Traditionally, 
the Sheikh of an Arab tribe did not directly involve himself in the 
business of the tribe so that he could remain impartial; he relied 
on the members of the tribe, to provide for his livelihood, which 
they did for so long as he deserved it. The Sabahs traditionally 
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i id this role in Kuwait even as the society evolved from a cribal 
celt to a mixed commercial cum desert community. When in the old 
■vs the men of the great commercial families and the captains and 
•i.hermen went away for months, the Sabahs were left behind to look 
.tier the town and the welfare of the women. In short, they were 
i.udians, but now the Sabahs have abandoned this tradition and 
i uple are beginning to say they thereby have lost their Sheikhly 
■ l aim to authority. 

. 1 ) Rumaihi also alluded to discontent with the Sabahs among the 
..lthy merchant families who resent the inroads made by the Sabahs 
■:io business areas where the profits traditionally would have been 
••■served to such families. 

' ) Clunan said Kuwaitis had assured him that Kuwait would not go 
'■hi way of Iran because of its attention to the Welfare of all its 
I'.'ople. Elaborating this thesis, which we thave heard most recently 
1 -om the Chief of Staff, Kuwait Armed Forces, Clunan explained that 
' Pc extensive social welfare schemes in Kuwait are said to deny the 
I '.ssibility of discontent such as that which has arisen among the 
l ■ ..aian middle class who are afflicted with inflation and the poor 
. pie who are left out of the modernization process. Rumaihi 
< f "'ed at this notion. For one thing, he noted it leaves out half 
i he residents of Kuwait who, not being Kuwaitis, get fewer social 
h. -i. .-.tics as well as lower pay for doing the same job as Kuwaitis 
.. work alongside them. 

"■) Moslem Conservatism 

■'.) Rumaihi’s sharpest comments centered not on the defects of 
I '.wait's elaborate social welfare scheme but on the flaws of the 
. ■ adership . Besides corruption, Rumaihi spoke of hypocrisy. The 
. 1 i eduction of stricter law in accordance with Moslem tradition 
.. .uld not affect the scoff law attitude of Establishment Kuwaitis. 

!.• cited such examples as the prohibition on alcohol and modesty 
bathing costumes, both already introduced, and most recently the 
, .posed application of Sharia Law to criminal punishment which is 
1 'iuposed in the new Penal Code. Rumaihi voiced the usual criticisms 

• this proposed measure, namely the likelihood that it would be 

• ..forced according to a double standard, its unsuitability in the 
i .'ikm world, and^the lack of thorough modern and psychological 

• . ..arch into the causes of the "upsurge" in crime that was cited as 
: he principal justification of the new Penal Code by its advocates. 

■'.) Rumaihi predicted that, after all the debating, the arguments 
..lie press and the rest of the uproar, the Government will intro- 
ice the Code without important changes, just as they had done last 
■ m.ii.er with the Rent Law. He said that, without Parliament and 
i i her reliable institutions for gauging the people's views, the 
h.'vcrnment will be able to .claim great public support for the measures 
hv citing selected statements in the newspapers. 
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(C) While the hypocrisy and the anachronism associated with the 
now Penal Code are troubling, Rumaihi was more worried that conser- 
vative religious pressures would get out of control. As in Iran, 
they arise in many cases from an emotional, rather than a reasoned, 
reaction to the modern world. The real danger in it all lay in 
the leadership's failure to see clearly where the revival of religious 
conservatism would lead. "What is next?" he asked rhetorically. 

Af ter the criminal code we could see the enforcement of the Zakah 
'Islamic taxation) and then why not the prohibition of insurance and 
i. ne taking of interest? For Kuwait, which intends to rely increas- 
ingly on such income as a major national resource, such a proposition 
is ludicrous. Moreover, full application of Islamic law wouj.d 
challenge the legitimacy of the rule by the Sabahs , who after all 
have no claim to the Caliphate. 

' C ) Sh i 1 ite s 

if) Clunan asked about Shi'ites. Rumaihi did not seem well informed 
hut offered these points. There are no important Shi'ite Imams here, 
liome Shi'ites have circulated leaflets. "I have seen some of them; 
r icy are critical of the Shah and the Amir as well." 

i C) COMMENT 

< C) Despite his tantalizing remarks to Secretary Blumenthal, 

H'lmihi did not ever clearly say who he expected would be running 
Kuwait in a few yeaA time. 

■ ."■) Biogr ap hic Information 

>C) ' Rumaihi said he was not popular with the authorities; he gave 
k ...tuples. He had had his passport lifted for two months at the end 
:l.e summer after returning from London where he had made public 
■ elements which the Government did not like. Also, he has been 
; ripped of editorship of the Journal of the Gulf and Arabian Penin - 
ppila Stu dies , a scholarly quarterly . 
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REF: STATE 310048 (NOTAL) 

1. (C-ENTIRE TEXT) SUMMARY: DURING DEC 11 MEETING WITH 
KUWAIT OIL MINISTER PRIOR TO HIS DEPARTURE TO ABU DHABI TO 
ATTEND OAPEC AND OPEC MEET-lN^ THERE, I REFERRED TO CONSIDERA- 
TIONS PRESENTED BY SECRETARY BLUMENTHAL DURING HIS NOV 21-22 
VISIT TO KUWAIT WITH RESPECT TO FORTHCOMING OPEC PRICE 
DECISIONS. THE MINISTER INDICATED HIS DISAGREEMENT WITH THE 
BLUMENTHAL POSITION AND EXPRESSED THE VIEW THAT FAILURE TO 
INCREASE THE PRICE OF OIL WOULD BE UNFAVORABLE TO BOTH US 
AND KUWAITI INTERESTS IN TERMS OF STIMULATING ALTERNATIVE 
SOURCES OF ENERGY. HE INDICATED SUPPORT FOR A "MODERATE" 
PRICE INCREASE WITHOUT DEFINING THIS IN PERCENTAGE TERMS, 

BUT STRESSED TRAT HIS OBJECTIVE AS THIS YEAR'S PRESIDENT OF 
OPEC WAS TO MAINTAIN OPEC UNITY DURING THE MEETING. HIS AIM, 
THEREFORE, WAS TO REACH A "REASONABLE COMPROMISE" AGREEABLE 
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TO ALL MEMBERS. THE OIL MINISTER DID NOT EXPECT THE CURRENCY 
BASKET QUESTION TO RECEIVE MUCH DISCUSSION AND HOPED TO AVOID 
ANY DETAILED CONSIDERATION OF THE MATTER. END SUMMARY. 

2. I WAS UNABLE TO MEET WITH OIL MINISTER SHAIKH ALI KHALIFA 
AL-SABAH UNTIL DEC II BECAUSE OF HIS UNAVAILABILITY DUE TO 
REGULAR SUNDAY CABINET MEETING DEC 10. BY THE TIME I MET 
HIM, HE HAD ALREADY RECEIVED HIS PINAL INSTRUCTIONS FROM THE 
AMIR PRIOR TO HIS DEPARTURE TO ABU DHABI THE SAME EVENING 
WHERE HE WOULD FIRST ATTEND OAPEC MEE^NG BEGINNING DEC 12 
AND THEN STAY ON FOR THE OPEC MEETING DEC 16. 

3. I OPNEDMY DISCUSSION WITH THE MINISTER BY NOTING HE 

HAD HAD A FULL DAY OF MEETINGS WITH SECRETARIES BLUMENTHAL AND 
SOHLESINGER AND UNDER SECRETARY COOPER DURING HIS NOV 11 
WASHINGTON VISIT. HE OBSERVED THAT HE HAD A GOOD EXCHANGE 
OF VIEWS WITH SCHLESINGER AND COOPER, BUT THAT HIS MEETING 
WHILE SECRETARY BLUMENTHAL WAS A BIT "TENSE." (WHICH 
I RECEIVED REPORTS OF THE SCHLESINGER AND COOPER MEETINGS , 

REG RETT ABILITY I HAD NO INFORMATION CONCERNING THE BLUMENTHAL 
MEETING DESPITE MY REQUEST FOR THIS TO THE TREASURY 
DELEGATION VISITING KUWAIT.) ALI KHALIFA WENT ON TO NOTE 
THAT HE FOUND THE TWO PAPERS 'GIVEN BY TREASURY TO FINANCE 
MINISTER AL-ATEEQI UNWORTY OF THE LEVEL OF FINANCIAL EXPER- 
TISE REPRESENTED IN KUWAIT. 

4. FOLLOWING THIS LESS THAN SATISFACTORY OPENING TO OUR 
CONVERSATION, I TOLD THE OIL MINISTER THAT I DID NOT WANT 
TO REVIEW THE POINTS MADE BY SECRETARY BLUMENTHAL DURING HIS 
VISIT HERE BECAUSE I WAS SURE HE WAS ALREADY FAMILIAR WITH 
THEM. I DID, H&WEVER, WANT TO EMPHASIZE WHAT I CONSIDERED 

A SIMPLE AND INCONTROVERTIBLE FACT, NAMELY THAT ANY INCREASE 
IN THE PRICE OF OIL WAS BOUND TO HAVE A PROFOUNDLY UNFAVOR- 
ABLE EFFECT OF WORLD ECONOMY. ALL KHALIFA CHOSE TO DISAGREE 
EVEN ON THIS POINT, STRSSING HIS VIEW THAT FALfURE TO 
INCREASE THE PRICE OF OIL WOULD DO BOTH US AND KUWAITI 
INTERESTS A GREAT " DISFAVOR. " HE MAINTAINED THAT WITHOUT 
THIS KIND OF INCENTIVE, EFFORTS TO DEVELOP ALTERNATIVE 
SOURCES OF ENERGY WOULD NOT BE STIMULATED. IN REBUTTAL 
I SUGGESTED THAT TECHNOLOGY COULD NOT BE REGARDED JUST 
AS A FUNCTION OF FINANCIAL INCENTIVE. 

BT 
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00 RUQMHR 

DE RUQMKW 6591/2 3451605 

ZNY CCCCC ZZH 
0 111505Z DEC 78 
FM AMEMBASSY KUWAIT 

TO RUEHC/SEC STATE WASHDC IMMEDIATE 2526 
INFO RUQMBI /AMEMBASSY ABU DHABI IMMEDITATE 4331 
RUFHRS /AMEMBASSY ALGIERS IMMEDIATE 901 
ZEN/US I NT BAGHDAD POUCH 
RUE SRS/ AMEMBASSY CARACAS IMMEDIATE 411 
RUQMDH/AMCONSUL DHAHRAN IMMEDIATE 3847 
RU^MOD/ AMEMBASSY DOHA IMMEDIATE 2246 
RUKOBT/ AMEMBASSY JAKARTA IMMEDIATE 346 
RU^MRA/ AMEMBASSY JIDDA IMMEDIATE 5911 
RUTALS/AMEMBASSY LAGOS IMMEDIATE 365 
RUFHLC/AMEMBASSY LIBREVILLE IMMEDIATE 222 
RUDTC/ AMEMBASSY LONDON IMMEDIATE 3626 
RUQMHR/ AMEMBASSY TEHRAN IMMEDIATE 4620 
RUQMTI/AMEMBASSY TRIPOLI IMMEDIATE 1206 
RUFHAU/AMEMBASSY VIENNA IMMEDIATE 390 
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5. RETURNING TO MORE SPECIFIC ECONOMIC MATTERS, I STRESSED . 
THAT A SUBSTANTIAL OIL PRICE INCREASE WOULD HAVE A DEPRESSING 
EFFECT UPON THE DOLLAR, WHICH WOULD BE CONCERN TO KUWAIT 
WITH ITS OIL-GENERATED DOLLAR INCOME AND ITS EXTENSIVE 
INVESTMENTS IN THE US. I REMARKED THAT THIS FACTOR- SEEMED 

TO BE APPRECIATED BY THE OTHER GULF STATES WHERE AN APPARENTLY 
MODERATE VIEW RECEDING A PRICE INCREASE PREVAILED IN 
CONTRAST TO KUWAIT'S VIEW WHICH WAS GENERALLY DESCRIBED AS 
MORE EXTREME IN THIS RESPECT. I OBSERVED THAT, BECAUSE OF 
THE PUBLICITY GIVEN ALI KHALIFA AS PRESIDENT OF OPEC DURING 
THE PAST YEAR, KUWAIT'S ROLE WAS BOUND TO BE A FOCUS OF 
ATTENTION AT THE FORTHCOMING OPEC MEETING. 

6. RECALLING THAT KUWAIT SHARED MANY MUTUAL INTERESTS, BOTH 
IN BILATERAL TERMS AND WITH RESPECT TO THE WORLD AT LARGE, 

I EXPRESSED THE HOPE THAT THESE CONSIDERATIONS WOULD BE 
TAKEN INTO ACCOUNT AS HE PARTICIPATED IN THE OPEC DELIBER- 
ATIONS. I NOTED THAT IN SECRETARY BLUMENTHAL’ S MEETING WITH 
THE AMIR THE LATTER STATED THAT KUWAIT WOULD ACT WITH REASON 
AND MODERATION WITH RESPECT TO AN OIL PRICE INCREASE. THE 


63 


CONFIDENTIAL 


kMIR HAD SAID THAT KUWAIT DID NOT WANT TO HURT THE WORLD 
ECONOMY AND IT RECOGNIZED INTERDEPENDENCE. I CONCLUDED 
THESE COMMENTS BY NOTING THAT THE OIL MINISTER HAD ALREADY 
MET WITH THE AMIR THAT MORNING AND PRESUMABLY HAD CLARIFIED 
KUWAIT'S POSITION FOR THE OPEC MEETING. 

7. ALI KHALIFA STATED THAT KUWAIT'S POSITION 

WAS QUITE CLEAR; AS PRESIDENT OF OPEC HIS OBJECTIVE WAS TO 
PRESERVE OPEC UNITY IN THIS MEETING. HE WOULD , THEREFORE, 

SEEK TO ACHIEVE A "REASONABLE COMPROMISE" AGREABLE TO ALL 
OPEC MEMBERS. 

8. I EXPRESSED THE HOPE THAT ANY PRICE INCREASE WOULD BE A 
VERY MODERATE ONE, NOTHING . I DID NOT CONSIDER 10 PERCENT 
MODERATE. I SUGGESTED THAT, IF THERE WAS ANY THOUGHT OF 
ESTABLISHING A SYSTEM OF PERIODIC PRICE INCREASES, IT WOULD BE 
SUBJECT TO REVIEW BEFORE ADDITIONAL INCREASES BEYOND THE 
FIRST ONE WERE PUT INTO EFFECT. ALL KHALIFA REJECTED THIS 
SUGGESTION, NOTHING THAT HIS CREDIBILITY AS PRESIDENT WOULD 

BE JEOPARDIZED IF HE TOOK THIS POSITION. HE EXPLAINED THAT, 
DURING THE Gf -;VA OPEC MEETING EARLIER IN THE YEAR ON THE 
SUBJECT OF A - JRRENCY BASKET, HE HAD DELAYED ANY ACTIVE 
CONSIDERATION OF THIS MATTER BY USING THOSE PRECISE TACTICS. 

AS A RESULT, HE WAS ABLE TO FORESTALL ANY CONSIDERATIONS OF 
THE CURRENCY BASKET. (FYI : THIS STORY CERTAINLY DOES NOT 
CONFORM TO REPORTS AND CONVERSATIONS WHICH I HAD WHICH CONFIRMED 
THAT ALI KHALIFA WAS A PROPONENT OF THE CURRENCY BASKET. 

END FYI) IN RESPONSE TO MY QUERY, THE OIL MINISTER SAID HE 
DID NOT EXPECT *THE CURRENCY BASKET QUESTION TO BE CONSIDERED 
DURING THIS OPEC MEETING AND , INDEED, HOPED THERE WOULD BE HO 
DISCUSSION OF. IT. 

9. CONCLUDING OUR DISCUSSIONS, I THANKED THE OIL MINISTER 
FOR RECEIVING ME AT SUCH A BUSY MOMENT ON THE DAY OF 

HIS DEPARTURE. 

MAE ST RONE 

BT 
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GuUJECTl IRANIAN REQUEST FOR SUPPLIES OF KEROSENE AND OAS 


>4L 


1 • DURING A DEC 11 MEETING WITH OIL MINISTER SHAIKH ALI 
KnALIFA AL-SABAH ON ANOTHER SUBJECT, I RECALLED -THAT IN 
i.y DEC i MEEII NG WITH THE ACTING FOREIGN M NISTER/HINISTER 
oF STATE FOR CADI NET AFFAIRS HUSSEIN, THE LATTER TOLD ME OF 
an IRANIAN (NIOC) REQUEST SUBMITTED TO KUWAIT FOR THE 
AjPPLY OF 25J,«H3a TONS EACH OF KEROSENE AND GAS OIL. THE 
.1 L MINISTER CONFIRMED THIS AND SAID HE HAD MET WITH A 
..IOC DELEGATION THE PREVIOUS DAY. KUWAIT WAS NOT ABLE TO 
HlRNISH SUCH LARUc. QUANTITIES OF THESE PRODUCTS BUT WOULD 
*0 WHAI IT COULD TO HAKE CERTAIN SUPPLIES AVAILABLE TC IRAN 
CURING THIS MONTH. HOWEVER, THIS WAS DIFFICULT BECAUSE 
KUWAITI PRODUCTION WAS ALREADY COMMITTED TO MANY REGULAR 
CUSTOMERS. NEVERTHELESS, THE OIL MINISTRY WAS TRYtNfl TO 
nIKSUADE INDONESIA TO PERMIT THE DIVERSION TO IRAN OF A TANKER 
LOgD OF 

..,4M BARRELS ' OF KEROSENE. IT WAS ALSO SEEKING 
10 PURCHASE FOR IRANIAN ACCOUNT A TANKER LOAD OF KEROSENE 
i-KOH ITALY WHERE A KUWAITI TANKER WAS DELIVERING REFINERY 
PRODUCTS. 


w. THE SUPPLY OF GAS OIL WAS LESS DIFFICULT, ALTHOUGH 
KUWAIT DID- NOT HAVE THE QUANTITIES DESIRED AVAILABLE. 
HOWEVER, ALI KHALIFA SAID THAT 50.HJJ BARRELS OF GAS OIL 
COULD BE SUPPLIES THIS MONTH AND A SIMILAR SUPPLY NEXT MONTH 
IF IT WERE STILL NEEDED. 


3. THE OIL MINISTER ALSO NOiED THAT SAUDI ARABIA WAS 
APPARENTLY UOING TO HELP IN THIS RESPECT. THE N1C0 DELEGATION 
CAS ALSO GOING TO BAHRAIN AND THE OIMEK GULF STATES TC 
TRY TO OBTAIN SUFFICIENT QUANTITIES OF THESE PRODUCTS. AH 
KHALIFA INDICATE* THAT HE WAS CERTAIN KUWAIT AND THE OTHER 
GULF STATE'S WOULD DC WHAl THEY COULD TO SUPPORT IRAN DUHINO 
THIS EMERGENCY SITUATION. 

HAESThONE 
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:.0. 12065 : GDS 12/1/84 (BUCK, STEPHEN W) OR-3, (C-ENTIRE TEXT) 

AGS: OPEC, EFIN, ENRG, KU 

3UBJ : SECRETARY BLUMS NT HAL ' S VISIT TO KUWAIT - MEETINGS WITH 
"I NANCE MINISTER ATEEQI - PART .II 

1. Q. A SSI FI CAT 1 10 N OF THIS TELEGRAM APPLIES TO ALL PARAGRAPHS. 

AFTER MEETINGS WITH THE AMIR AND CROWN PRINCE 
SEPTaS), FINANCE MINISIER ATEEQI, TREASURY SECRETARY 3LU11ENTHAL 
NO THEIR PARTIES RETURNED TO THE HILTON HOTEL FOR CONTINUATION 
F DISCUSSION BEGUN ON THE MORNING OF NOV. 22. PARTIES WERE 
OINED IN THESE TALKS BY SENATOR LUGAR AND CONGRESSMEN CAVANAUGH, 
TANION, AND HYDE. 

. SECRETARY BLUMENTHAL STARTED OFF THE MEETING BY HANDING 
TEEQI TREASURY ESTIMATES FOR THE U.S. CURRENT ACCOUNT OUTLOOK 
OR 1978 AND 1979 I NO I CAT I No A DROP IN THE CURRENT ACCOUNT 
EFICIT FROM 17 BILLION DOLLARS IN 1978 TO 5 BILLION DOLLARS IN 
979. COMMENTING ON MINISTER ATEEQI' S EARLIER REMARKS, SECRET- 
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ARY BL USE NT HAL SAID THAI CLEARLY U.S. COULD NOT- - AND WOULD 
NOT 'WANT XO--D ILTAlt WHA'i THE OPEC OIL PRICE WOULD BE. 

ALSO IT WAS OBVIOUS THAT OIL IS A KEY ELEMENT AFFECTING 
WORLD ECONOMY. Tail E WAS 1.0 DENYING THAT OIL PRODUCERS HAD 
INCURRED LOSSES BECAUSE OF THE DECLINE IN THE DOLLAR AND 
1 NFL AT ION. HOWEVER IT WOULD NOT BE REALISTIC TO TRY TO GO 
BACK TO THE BEGINNING OF 1977 TO MAKE UP ENTIRELY FOR WHAT- 
EVER LOSSES THERE WEHE. TRYING TO MAKE UP FOR A HYPO- 
1HETICAL 23 PERCENT OR 24 PERCENT LOSS IN REAL OIL PRODUCER 
REVENUE WOULD JUSI ACCELERATE THE WHOLc. VICIOUS CYCLE OF INFLATION. 
AS FOR THE MINISTER'S QUESTION REGARDING THE BASE ON WHICH A 
10 PERCENT INCREASE IN THE VALUE OF THE DOLLAR OR 10 PER- 
CENT INCREASE In OIL PRICE WOULD BE ESTIMATED, IT WOULD BE 
ON THE SITUATION AS IT IS NOW.,. NOT THAT IN PREVIOUS Yc.ARS 
(SUCH AS 1973 OR 1974 AS MINISTER ATEEQI HAD .SUGGEST u) ) . 

4. TAX EXEMPT STATUS OF FOREIGN GOVERNMENT INVESTMENT 

IN U.S. (SEC. 892). MINISTER ATEEQI SAID KUWAIT APPRECIATES 
THE MOVES PRESIDENT CARTER HAD UNDERTAKEN TO TRY TO CURB 
I NFL AT ION. KUWAIT BELIEVES IN THE STRENGTH OF THE AMERICAN 
ECONOMY. IT KNOWS THAT THE DOLLAR'S DECLINE HAS BEEN 
EXAGGERATED AND IS MOSTLY A RESULT OF SPECULATION. HOWEVER, 

WHATEVER HAS HAPPENED TO THE DOLLAR IS VERY SMALL IN RELA- 
TION TO THE GIANT ECONOMY OF THE UNITED STATES AND THE 
STRENGTH OF THE UNITED STATES. THEREFORE, THERE MUST BE 
SOMETHING POLITICAL IN THE DECLINE OF THE DOLLAR. T ZRE 
IS A LOT THE U.S. CAN DO ABOUT IT, THE MATTER BEING 
ESSENTIALLY INTERNAL AND NOT EXTERNAL. KUWAIT VIEWS THE 
UNITED SI AT ES AS A MARKET, AN ECONOMY TO WHICH IT CAN LOOK 
FOR CONTINUITY, A COUNTRY WITH INTEGRITY IN WHICH IT CAN 
TRUST. KUWAIT HAS INVESTED IN THE UNITED STATES FOR MANY, 

MANY YEARS ON THE ASSUMPTION THAT CERTAIN LAWS WERE APPLI- 
C ABLE- - 1 N FACT, FOB 23 YEARS, SINCE 1952. NOW, IT IS 
SUDDENLY FACED WITH THE TROUBLING PROSPECT OF NEW 
I NT F 

FRET AT IONS OF THE LAW ARE TO BE APPLIED RETROACTIVELY. 

A COUNTRY LIKE KUWAIT CANNOT CARRY OUT AN INVESTMENT POLICY 
IF FACED WITH ABRUPT CHANGES WHICH HAVE A VERY DAMAGING 
EFFECT ON INVESTOR CONFIDENCE. THERE HAS BEEN A NEW INTER- 
PRETATION THIS YtAR. WILL THIS MEAN I HERE WILL BE ANOTHER 
NEW I NT EH PR ET ALSO N^iJEXT YEAR, AND SO 0N7 

5. MINISTER OBSERVED THAT, WITH RESPECT TO THE DIFFERENCE 
BETWEEN "PASSIVE" AND COHMCIAL INVESTMENT, ONE COULD 
AGYUE THAT THE STOCK MARKET IS COMMERCIAL. WOULD THAT MEAN 
THAT ALL KUWAIT STOCK MARKET TRANSACTIONS WERE ALSO TAXABLE? 

UNITED STATES IS A SOVEREIGN COUNTRY, AS IS KUWAIT. 

OBVIOUSLY THE U.S. COULD DO WHAT IT PLEASED REGARDING 
INVESTMENT INSIDE THE U.S. BUI IF IT DID, KUWAIT WOULD 

HAVE TO WEIGH WHETHER TO STAY IN OR GET OUT. 

AT LEAST THE U.S. WOULD HAVE TO GIVE KUWAIT AMPLE TIME 
TO DEFINE ITS POLICY IN LIGHT OF I HE NEW SITUATION REGARD- 
I NG FOREIGN COVER HME 
P INVESTMENT. THIS WAS TOO BAD, 

SINCE SUCH INVESTMENT WAS NOT ONLY GOOD FOH KUWAIT BUT ALSO THE 
UNITED STATES. IF KUWAIT HAD TO CHANGE ITS INVESTMENT 

CORF1DEHTIAL 
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R UQMHR/AMEMBASS" Y TEHRAN A&tfctr- 1 DE. OSTIAL 
RUDKGPQ/AMEMBASSY THE HAGUE 128 
R UQMT I/AMEMBASSY TRIPOLI 1193 
R UFHAU/AMEMYUSS Y VIENNA 380 
RUEATRS/US TREAS WASKJC 
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POLICY IT MIGHT HAVE TO REVIEW ITS OIL PRODUCTION 
POLICY. KUWANZ COULD NOT INTERFERE IN WHATEVER INTERPRETA- 
TION THE UNITED STATES GOVERNMENT FINALLY MADE, BUI IT 
WOULD NOT BE JUST FOR SUCH AN INTERPRETATION TO BE 
APR.IED RETROACT I VELY. FURTHERMORE, KUWAIT WOULD HAVE 
TO BE GIVEN TIKE HV CHANGE IIS.- INVESTMENT STRATEGIES ACCORD- 
INGLY. UNFORTUNATELY, THIS MIGHT LEAD TO A SITUATION OF 
RETALIATION, SOMETHING WHICH KAYAIT WISHED TO AVOID. 

6. OIL PRICES. ATEEQI , WHO WAS ALSO ACTING OIL MINISTER, 

SAID THAT, IN REACHING AN OIL PRICE DECISION, OPEC WILL 
LOOK FOR ONE THAT WILL NOT CAUSE A "POLITICAL MESS”, SINCE 
KUWAIT DOES NOT WANT TO REPEAT 1973. ALTHOUGH THE OPEC 
ECONOMIC COMMITTEE IS CURRENTLY REVIEWING THE OIL PRICE 
QUESTION IN ORDER TO MAKE A RECOMMENDATION, LUCKILY THE 
DECISION WILL NOT BE LEFITZO THESE EXPERTS, BUT WILL BE 
THE CONCERN OF MINISTERS. KUWAIT WILL NOT RECOMMEND A 
PRICE DESIGNED TO RECOVER ALL ITS LOSSES DUE 10 THE DOLLAR 
DECLINE AND INFLATION, BUT IS LETTING OTHERS KNOW IT IS 
INTERESTED IN A PRICE "CORRECTION". SUCH AN INCREASE 
WILLVE NECESSARY BECAUSE THE GOVERNMENT NEEDS TO MEET 

ITS REQUIREMENTS IN TERMS OF SALARY RAISES FOR CIVIL 
SERVANTS AND ALSO WITH RESPECT TO FOREIGN AID, WHICH, IT 
MUST BE RENALLED, IS GIVEN AT THE GENEROUS RATE OF MORE 
THAN 7 PERCENT OF ITS.GNP. OPEC SHOULD NOT BXS FORCED TO 
ACCEPT AN OIL PRICE FREEZE. SINCE THE REAL PRICE OF OIL HAS 
BEEN CUT DRASTICALLY BECAUSE OF INFLATION AND THE DECLINE OF 
THE DOLLAR, THERE SHOULD BE A CORRECTION, BUT ONE IN WHICH 
WISDOM HAS TO RULE. AS MATTERS NOW STAND, GERMANY AND 
JAPAN ARE THE ONLY ONES WHO ARE BENEFITING FROM THE LOW 
"REAL" PRICE OF OIL. 

7. SECRETARY BLUMENTHAL SAID THAT HE WOULD FIRST ADDRESS 
THE TAX SECTION 392) ISSUE, BUT ONLY BRIEFLY, SINCE THE 
AMPD’S FINANCIAL ADVISOR CKHALED ABU SA’UD) HAD ALREADY 
HAD AN OPPORTUNITY 10 DISCUSS THE MATTER INFORMALLY WITH 
DEPUTY ASSISTANT SECRETARY FOR TAX ANALYSIS SUNLEY. 

SECRETARY BLUMENTHAL NOTED THAT THERE WILL BE PUBLIC HEARINGS 
CON SECTION 892) AND SAID "I WIL 

PERSONALLY SEE TO IT THAT 

WE COME OUT WITH A RESULT THAT IS AS POSITIVE AS PMSSIBLE.’ 
HOWEVER, GO K SHOULD BE AWARE "THAT THE QUESTION OF INTERPRET- 
ATION OF 892 HAD BEEN AROUND FOR A LONG TIME. FOR EXAMPLXVN 
BANK OF AMERICA HAS ASKED FOR PRELIMINARY RULING IN 
1976 BUT HAD WITHDRAWN THIS REQUEST AFTER BEING TOLD THAT 
THE RULING MIGHT BE A NEGATIVE ONE. QUESTION OF DIFFER- 
ENTIATION 8ETWEENH3ZPASSI V£” AND "COMMERCIAL" INVESTMENT 
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INCOHE WAS ALSO NOT A NEW ISSUE HAVING BEEN AROUND EVER 
SINCE THE ’5 0’S. MOREOVER, THERE WAS AN INTEREST IN 
CONGRESS VF ASSURING THAI THE TAX LAW IN SUCH SITUATIONS 
WAS FAIR AND EQUITABLE TO ALL CONCERNED — FOREIGN GOVERN- 
MENTS AND DOMESTIC U.S. TAXPAYERS. 

8. SECRETARY BLUMENTHAL THEN EMPHASIZED THAT HE WANTED TO 
BE SURE THAI TH* RECORD WOULD INDICATE THAT THERE IS 
ABSOLUTELY NO CONSIDERATION BEING GIVEN TO ANY CHANGE IN 
THE TAX EXEMPT STATUS OF DIVIDEND, INTEREST OR ROYALTY 
INCOME OF FOREIGN GOVERNMENTS. THE ONLY HATTER AT ISSUE 
WAS TAXA3IPUTY OF FOREIGN GOVERNMENT REAL ESTATE INVESTMENT 
INCOME AND THIS WOULD HAVE TO BE LOOKED AT VERY CLOSELY. 
WHATEVER DECISION REACHED WOULD BE DONE SO WITH FULL NOTICE 
TO PARTIES CONCERNED, GIVING THEM SUFFICIENT TIME TO PRO- 
TECT THEIR INTERESTS. FOR EXAMPLE, IN THE CASE OF SAUDIA 
ARABIA, THERE WAS A ONE YEAR GRACE PERIOD BEFORE NEW TAX 
RULINGS WENT INTO EFFECT AND THESE WERE NOT RETROACTIVE. 
SECRETARY ADDED THAT WHILE HE COULD NOT MAKE ANY COMMIT- 
MENTS AT THIS TIME, HE HOPED THAT THE QUESTION OF A GRACE 
PERIOD AND THE PROBLEM OF RETROACTIVT Y WOULD BE MOT 
CAREFULLY CONSIDERED BEFORE ANY FINAL DECISION WAS MADE, 

BT 
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9. IN RESPONSE TO ATEEQI *S FURTHER QUERY, SECRETARY 
BLUMENTHAL REPLIED THAT USG WOULD TRY TO MAKE THE GOK TAX 
STATUS AS CLEAR AS POSSIBLE. HE NOTED THAT, UNDER U.S. 
SYSTEM OF THREE BRANCHES OF GOVERNMENT, THE COURTS OFTEN 
HAVE THE FINAL SAY ON TAX QUESTIONS. THE GOVERNMENT OF 
KUWAIT, JUST LIKE U.S. CITIZENS, HAS THE RIGHT TO USE 
U.S. COURTS. ATEEQI REPLIED THAT HE DID NOT WANT TO 
CHALLENGE THE MATTER IN THE COURTS. 

10. OIL PRICES. AS FOR OIL PRICES, SECRETARY BLUMENTHAL 
SAID HE WAS GLAD TO HEAR THAT THE MINISTER DID NOT FOLLOW 
THE ADVICE OF EXPERTS, FOR REPORTS FROM VIENNA OF 

THE OPEC COMMITTEE'S DELIBERATIONS ON PRICE WERE FRIGHTEN' 
ING. AS FOR AID, U.S. APPRECIATED KUWAIT’S GENEROSITY, 
WHICH WAS A WISE POLICY FOR A RICH COUNTRY AND ONE WHICH 
U.S. HAD FOLLOWED SINCE WORLD WAR II, EVEN IN TIMES OF 
ECONOMIC DIFFICULTY. HOWEVER, IT MADE NO SENSE TO GIVE 
WITH ONE HAND AND TAKE WITH THE OTHER, FOR EXAMPLE BY 
RAISING THE PRICE OF OIL. AS FOR OIL PRICING DECISIONS, 

US KNEW THAT IN 1977 THERE WERE MANY FACTORS AFFECT- 
ING THEM: SLOW GROWTH IN THE WORLD ECONOMY WAS ONE; SOFT 
WORLD DEMAND/SUPPLY SITUATION FOR OIL WAS ANOTHER. IN 
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REACHING PRICE DECISION, SECRETARY WAS SURE KUWAIT WOULD 
LOOK AT THE DEMAND/SUPPLY SITUATION FOR OIL IN 1979. 

EXPERTS IN U.S. FEEL THAT FOR 1379 AND INTO 1980, THE 
t'lARKET WILL NOT BE AS SOFT AS IT WAS IN 1973, BUT NOT AS TIGHT 
AS IT WAS IN 1 97 YXQGUUH EVEN THOUGH KUWAIT CONTINUES 
TO FOLLOW ITS 2 MILLION 3/D CONSERVATION CEILING POLICY, 

THE WORLD DEMAND/SUPPLY SITUATION FOR OIL, NOT JUST U.S. 

POLICY, WOULD HAVE SOME EFFECT ON OIL PRICING. WHILE IT 
PWAS TRUE THAT A CONTINUED OIL' PRICE FREEZE HELPED WEST 
GERMANY AND JAPAN VIS-A-VIS THE U.S., IF THE PRICE OF 
OIL WERE RAISED, THE DOLLAR WOULD WEAKEN AGAIN AND THIS 
WOULD SIMPLY PERPETUATE THEIR ADVANTAGE IN THIS RESPECT. 
COMMENTING ON THE KUWAITI BUDGETARY NEED FOR AN OIL PRICE 
INCREASE, SECRETARY BLUMENTHAL NOTED THAT KUWAIT ENJOYS 

A LARGE CURRENT ACCOUNT SURPLUS AND SHOULD HAVE NO PROBLEM 
RAISING CIVIL SERVANTS* SALARIES. 

10. CONCLUDING HIS COMMENTS ON OIL PRICES, MINISTER ATEEQI 
OBSERVED THAT OPEC IS, IN FACT, A USEFUL ORGANIZATION. DIALOGUE 
WITH OPEC MEMBERS IS ALWAYS WORTHWHILE, EVEN IF THERE WAS 
ONLY AGREEMENT ON 50 TO 60 PERCENT OF THE MATTERS INVOLVED. 

12. EFFECT OF AN OIL PRICE RISE ON THE UNITED STATES. IN 
ELOQUENT PRESENTATION, CONGRESSMAN CAVANAUGH NOTED THAT 
MUCH HAD BEEN SAID ABOUT THE EFFECTS OF AN OIL PRICE RISE 
ON THE WORLD ECONOMY. SOMETHING NOW NEEDED TO BE SAID ABOUT 
ITS EFFECT ON THE AVERAGE U.S. CITIZEN. MINISTER DID 
NOT SEEM TO RELATE OIL PRICES TO THE WAGE FACTOR TO 
THE UNITED STATES. THE- UNITED STATES MIGHT HAVE A LARGE 
ECONOMY, BUT FACT REMAINED THAT FOR THE UNITED STATES, EACH 
OIL PRICE RISE WOULD HAVE A MAJOR EFFECT BECAUSE ALL THE 
LARGE INDUSTRIES AND LABOR UNIONS WOULD REACT TO IT BY 
RAISING WAGES AND PRICES. ANY OIL PRICE RISE WOULD BE 
LIKELY TO HAVE A TREMENDOUS PSYCHOLOGICAL IMPACT, AND THIS 
WOULD COME JUST AT A TIME WHEN PRESIDENT CARTER HAS WITH 
GREAT COURAGE TAKEN STEPS TO CURB INFLATION BY VETOING 
PUBLIC WORKS 3ILLS AND IN SOME CASES- THE ACTIONS OF HIS 
OWN PARTY. THE GREAT PSYCHOLOGICAL MOMENTUM AGAINST INFLA- 
TION THAT PRESIDENT CARTER HAD CREATED WOULD BE GREATLY 
IMPERILED BY ANY ADVERSE OIL PRICE DECISION MADE BY OPEC. 

IMPACT OF ANY OIL PRICE DECISION 3Y THE MEMBERS OF OPEC 
SUCH AS KUWAIT WOULD BE VERY DRAMATIC ON THE UNITED STATES 
ECONOMy. ALSO, THE MINISTRY SHOULD CONSIDER THE POLITAL 
IMPACT ANY OIL PRICE DECISION WOULD HAVE ON PRESIDENT CARTER 
HIMSELF, AT A TIME WHEN HE HAD TAKEN SOME POLITICAL RISK 
BT 

6 4? I 


COBFIDUSTIAL 



©©SFIDEKl'tlAL /? C I ? (/.r 2- 


nut NrosHi'i&MBASSY PARIS 2029 
RUFHRO/AMEKBASSY ROME 476 
RUQWHR/AMSMBASSY TEHRAN 4598 
RUDKGPQ/AMEM3ASSY THE HAGUE 130 
RUQMTI/AMEM3ASSY TRIPOLI 1195 
RUFHAU/AMEMB'ASSY VIENNA 382 
RUEATRS/US TREAS WASHDC 
BT 
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IN ATTEMPTING TO MOVE TOWARDS A MORE BALANCED POSITION 
REGARDING MIDDLE EAST POLICY. THE AMERICAN PEOPLE WOULD 
NOT SEPARATE OPEC OIL PRICE POLICY FROM U.S. POLICY REGARD- 
ING THE MIDDLE EAST. CONGRESSMAN SAID THAT HE WAS CONCERNED 
THAT PERHAPS THE MINISTER’S PERCEPTION WAS NOT AS DEEP AS 
HE WOULD HOPE IT MIGHT BE REGARDING THE EFFECT OF OIL PRICE 
RISE, NO ONLY ON THE INTERNATIONAL SITUATION BUJ ON THE 
U.S. DOMESTIC, ECONOMIC AND POLITICAL SITUATION.’ 

13. ATEEQI REPLIED THAT FROM THE KUWAITI POINT OF VIEW, 

THE SITUATION OF THE PRESIDENT OF THE UNITED STATES WAS A 
VALID CONCERN IN THE UNITED STATES BUT NOT IN KUWAIT. WHAT 
CONCERNED KUWAIT WAS ITS OWN INTEREST. SITUATION OF THE 
TWO COUNTRIES WAS SIMPLY* ENTIRELY DIFFERENT. UNITED STATES 
WAS FLYING TO THE MOON WHILE KUWAIT WAS STRUGGLING TO GROW 
GRASS. IT WAS NICE TO TALK ABOUT NORTH/SOUTH DIALOGUE, 

AND FOR THAT MATTER, THE EURO/ARAB DIALOGUE, BUT THIS WAS 
REALLY ALL NONSENSE. THE MINISTER EXPRESSED THE WISH WE 
COULD ALL SPEAK AS CITIZENS OF ONE COUNTRY, BUT "YOU IN 
IKE UNITED STATES SPEAK OF NEUTRON WEAPONS WHILE WE SPEAK 
HERE OF GRASS y 

14. ON THIS NOTE OF LEVITY, SECRETARY BLUMENTHAL CONCLUDED 
MEETING BY SAYING THAT, HOWEVER SHORT, HIS TIME IN KUWAIT 
MAD BEEN WELL SPENT. HE ASKED THAT MINISTER ATEEQI COME 

10 THE UNITED STATES AND SPEND AT LEAST AN EQUAL AMOUNT 
OF TIME AS HIS GUEST. END TEXT. 
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TO RJIHC/SECSTaTE WASHDC 9861 

INFO R UQMDH/AMCONSUL DHaHRAN 3611 1 

R UQMRa /AMEMBASSY J IDDa 5216 

RUQMHR/AMEMBASSY TEHRAN 4108 
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OfiZ— SUBJECT! KUWAIT OIL MINISTER ON AMI NOIL NATIONALIZATION AND 
ADM SAUDI/KUWAITI PARTITIONED ZONE DISCUSSTION 

GSO REF i (A) 77 KUWAIT 7253 (NOTAL), (B) 77 KUWAIT 7185 (NOTAL) 

i. kuwait daily ( as-siyassa> jan sth carried garbled story 

rtn U H1CH INauDES PREDICTION THAT ANY ATTEMPT BY THE AMERICAN 

RSO INDEPENDENT OIL COMPANY (AMI NOIL) TO TAKE ITS CASE TO INTER- 

MSG NATIONAL ARBITRATION (THE STORY MISTAKENLY REFERS TO WORLD 

T<!n COURT) "WILL BE A FAILURE". DURING CALL BY AMBASSADOR ON 

isu 0JL MINISTER A L-KAZIMI AND MINISTRY UNDERSECRETARY AL-ADASANI 

SCRO jan 7TH (SEE SEPTEL) LATTER EXPRESSED OPINION THAT ARBITRATION 

CRO WHICH AMINOIL REQUESTED DEC. 21 (REF B) COULD NOT BE 

rF(1 APPLIED SINCE THE COMPANY ALREADY HAD BEEN TAKEN OVER. 

REQUEST FOR ARBITRATION AFTER NATIONALIZATION WAS TANTAMOUNT 

M.\ TO QUESTIONING THE SOVEREIGNTY OF THE STATE OF KUWAIT, ADASANI 

DAQ SAID. MINISTER CONFINED HIMSELF MERELY NOTING THAT 

MAAfi AMINOIL REQUEST FOR ARBITRATION HAD BEEN TURNED OVER TO OFFICE 

/ OF MINISTER OF STATE FOR ADMINISTRATIVE AND LEGAL AFFAIRS FOR II 

AGRj COMMENT. AMBASSADOR OBSERVED THAT ADASANI'S VIEW, WHILE 

OEA INTERESTING, MIGHT BE SEEN DIFFERENTLY BY LAWYERS. 

IRS 2 . AMBASSADOR THEN ASKED IF THERE WERE ANY IRUTH TO STORY 

TCTR CONCERNING LIKELIHOOD OF AMALGAMATION OF KUWAIT-WAFRA 

FAA OIL COMPANY (KuOC), THE GOVERNMEN TANA MED SUCCESSOR 

ENTITY TO AMINOIL, WITH KUWAIT'S MAJOR OIL PRODUCER,' THE 

TU GOVERNMENT-OWNED KUWAIT OIL COMPANY. MINISTER STATED HE 

CRUJ WAS PERSONNaLY AGAINST KOC'S TAKING OVER KWOC 

FOR TWO REASONS! (1) SINCE KWOC WAS THE SUCCESSOR TO 
cu i p I AMINOIL AND THE GOVERNMENT HAD NOT SETTLED MATTERS WITH 

AMINOIL, IT WOULD COMPLICATE MATTERS FOR KWOC TO BE MERGED 

WITH ANOTHER ENTITY} AND (2) POLITICALLY, IT WAS NOT 

ISFA A GOOD IDEA TO HAVE GOVERNMENT COMPANY (OC) EXPLOITING 

/ the partitioned zone jointly with getty, a saudi CONGES- 
TS/ n sionaihe. 
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3. ON THE LONG STaDING PROBLEM OF DEMARCATING THE SAUDI/ 
KUWAITI BOUNDARY OFF THE OFFSHORE PROTION OF THE 
HiUIRaL ZONE, DISCUSSIONS WERE "FROZEN LIKE OIL PRICES" 

THE MINISTER SAID. HOWEVER , HE EXPRESSED THE HOPE THAT 

THE TwO SIDES WOULD WOULD MEET IN ABOUT A MONTH TO DISCUSS THE 
MATTER. UNDERSECRETARY ADASANI NOTED THAT IT WOULD BE 
MUCH BETTER IF THE SAUDIS AND KUWAITIS HAD RESOLVED THEIR 
OFF-SHORE BOUNDARY SO AS TO HAVE A "COMMON FRONT" IN ANY 
MEDIAN LINE DISCUSSIONS WITH THE IHaNIaNS. KUWAIT, KAZIMI 
ALSO ADMITTED, WOULD VERY MUCH LIKE TO RESOLVE THE BOUNDARY 
QUEST ION SO AS TO BE ABLE TO EXPLOIT THE LARGE GAS DEPOSITS 
IN THE OFFSHORE DORRA FIELD IN THE NO N- PaRTIO NED PART OF 
THE NEUTRAL ZONE. AS ANOTHER REASON FOR KOC'S NOT TAKING 
OVER KWOC, UNDERSECRETARY ADaSaNI STATED THAT OIL MINISTRY 
STUDIES REVEALED THERE WOULD BE VERY LITTLE SAVING INVOLVED. 

4. COMMENT. ONE REASON NEITHER KUWAITI OFFICIAL MENTIONED, 

BUT WHICH IS GIVEN WIDE CREDENCE HERE, IS FACT THAT MINISTER, 
WHO DOES NOT EXERCISE EFFECTIVE CONTROL OVER GOVERNMENT- 
OwNED OIL/PETROCHMICAL COMPANIES (1<0C, KUWAIT NATIONAL 
PETROLEUM CO. AND PEIROCHMICAL INDUSTRIES CO.) WOULD LIEK 

to have his "Own" oil company, moreover, kazimi has appointed 

HIS NEPHEW, FUAD AL-NAlROUK, AS KWOC HEAD, BUT LATTER IS 

not regarded as particularly competent, another factor is 

RELIGIOUS ONE, SINCE BOTH ARE SHI 'A MOSLEMS AND NEW KWOC 
SENIOR STAFF INCLUDES HIGH PROPORTION OF SHI' AS. 
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Z71426Z JAN 79 
FM AMEMBASSY KUWAIT 
TO RUEHC/SECSTATE WASHDC 2858 
INFO RUQMBI/AMEMBASSY ABU DHABI 4405 
ZEN/US INT BAGHDAD POUCH 
RUQMOD/ AMEMBASSY DOHA 2309 
RUQMRA/ AMEMBASSY JIDDA 5999 
RUQMMT/AMEMBASSY MUSCAT 1773 
RUQMAM/ AMEMBASSY MANAMA 3692 
RUFNPS/AMEMBASSY PARIS 2077 
RUQMHR/ AMEMBASSY TEHRAN 4677 

RUEHI A/USICA WASHDC 
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E.D.* 12065: GDS 1/27/85 (CLUNAN, JAMES L.) OR-P 
TAGS: PEPR, PBOR, ZP, KU, IR 
SUBJ » KUWAIT CAUTIOUS ABOUT KHOMEINI 

REFS: A) KUWAIT 0101, B) STATE 17001 (NOTAL) CRU2 

8J 

1. (U) ACCORDING TO ARABIC PRESS NEWSPAPER JANUARY 21, 

KUWAIT MINISTRY OF FOREIGN AFFAIRS SPOKESMAN AHMAD AL-MUBARAKI 
HAS DECLINED TO COMMENT DIRECTLY ON ANNOUNCEMENT ATTRIBUTED 

TO AN AIDE OF AYATOLLAH KHOMEINI THAT THE GULF IS NEITHER 
"ARAB" NOR "PERSIAN" BUT "ISLAMIC." INSTEAD MUBARAKI 
REITERATED STANDARD PUBLIC POSITION OF KUAIT ON RESIONAL 
SECURITY. HE SAID "THE ESSENTIAL POINT FOR KUWAIT IS COOPERATION 
AMONG ALL THE STATES OF THE GULF WHICH ENSURES THE CONTINUED 
STABILITY AND PROSPERITY OF THE REGION AND KEEPS IT AWAY 
FROM GREAT POWER CONFLICTS." 

2. (U) ON JANUARY 23 THE ARABIC NEWSPAPER AL-WATAN , IN A REPORT FROM 
ITS PARIS CORRESPONDENT, SAID THAT KHOMEINI HAD MET IN PARIS 

ON JANUARY 22 WITH A DELEGATION REPRESENTING THE SHI 1 ITE 
RELIGIOUS LEADERS IN THE GULF WHO TRANSMITTED TO KHOMEINI 
THE ANXIETY FELT BY THE STATES OF THE GULF THAT HIS POLITICAL 
ACTIVITIES "MIGHT LEAD EITHER TO THE INFILTRATION OF COMMUNISTS 
TO THE GULF AREA OR ENCOURAGE REBELLION IN THOSE STATES." 

3. (C) COMMENT: AL-WATAN STORY REFLECTS ANXIETY WE HAVE HEARD 
EXPRESSED PRIVATELY IN KUWAIT ABOUT THE ADVENT OF A KHOMEINI 
GOVERNMENT IN IRAN. WE HAVE REPORTED THAT. .THE AMIR SPOKE WITH 
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CONCERN ABOUT THE SPREAD OF SHI ' ITE TROUBLEES TO IRAQ, AND PERHAPS 
BEYOND, IN HIS CONVERSATION WITH FRENCH FOREIGN MINISTER 
FRANCOI S-PONCET (REF A). IN THE SAME VEIN, AN OFFICIAL IN THE 
POLITICAL DEPARTMENT OF THE FOREIGN MINISTER TOLD US THAT 
HE DID NOT EXPECT A GOVERNMENT RUN BY A RELIGIOUS MAN SUCH 
AS KHOMEINI COULD LAST VERY LONG. THIS SUNNI MUSLIM SAID HE 
THOUGHT AN ATTEMPT TO ESTABLISH AN ISLAMIC STATE UNDER SHI' ITE 
LEADERSHIP WOULD ONLY PRODUCE CHAOS IN IRAN AND ATTENDANT 
TROUBLES IN THE SHI ’ ITE COMMUNITY IN IRAQ. DESPITE THESE CONCERNS 
KUWAIT HAS NOT GONE ON THE RECORD EITHER FOR OR AGAINST ANY 
PURPORTED KHOMEINI PRONOUNCEMENT, EVEN ON THE RELATIVELY 
PERIPHERAL ISSUE OF GEOGRAPHIC TERMINOLOGY. DEPARTMENT WILL 
RECALL OCCASIONS WHEN DISPUTE OVER THE NAME OF THE GULF BROUGHT 
STRONG KUWAITI ASSERTION THAT GULF AS, IS, AND SHALL BE FOREVER, 
ARABIAN. THE KUWAIT POST OFFICE REFUSED MAIL WHICH INCLUDED 
"PERSIAN GULF" IN THE ADDRESS AND FLIGHT CLEARANCE REQUESTS 
WERE REJECTED ON THE SAME GROUNDS. AL-MUBARAKI ' S CAUTIOUS 
COMMENTS AVOID REVIVING THIS TERMINOLOGICAL DISPUTE. THIS 
CAUTION IS ALL THE MORE EVIDENT WHEN ONE REGALLS THAT KUWAIT 
TURNED DOWN KHCWEINI'S REQUEST TO COME HERE AFTER IRAQ EXPELLED 
HIM IN OCTOBER. 
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To RUEliO/SSCSlATE WAS* DC I MEDIATE 2M6 
INFO RUai'lJl/AAfcndASGY Abu DHABI AJ95 
iiuKHKS/AHEHiASSY ALGIER3 906 
ZEN/USINT BAGHDAD POUCH 



i-.UfHBC/Aft 113 ASSY &RU6DEECYUY 
FiUiGRS/AMEKjASSY CARACAS W13 
R jQFiDH /A hC OwSUL DH/.HRAN J>7> 

K U ■ j rtOD/A ME rt 1 AS S Y Dull A 2299 
rlUKOBT/A MEM) ASSY JAKARTA 350 
HUoMRA/AHEhiMSSY JIDDA 5001 
i, U AQ L/A WE Mi) AS £ Y LAGOS 367 
RurHLC/AMi,i'flASoY LIBREVILLE 2C4 
KUOTC/ARthBA-SSY LONOON 3287 
!:U3HAH/AhEhBASSY Wa'.AMA 3633 
;■ UuiilFil/AKKI'ijASoY MUSCAT 1765 
KUFNPS/AWE.'UASSY PARIS 3071 
RuLSal/AMEKJASSY UU1T0 213 , 

rtUQi'iHR/AiAEMJ ASS Y TEliSAH A663 Y 
hUJTKO/AMEHCASDY TOKYO 565 
KliuHTI/AMEhJASSY TRIPOLI 1212 
I'.UFHAU/AriEfWASSY VIENNA 306 
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SUDJlEUWAlt OFFERS SLIGHT INCREASE I Al CRUBF PRODUCTION TO 
MAKE UP IRANIAN OIL SHORTFALL 


. £UM:lAfiYi KUWAIT OIL WKISTER REVEALED TO a£ CONF1 DENTlALL 
■ r.H 23 THAI GOK WOULD AUHORIZB ADDITIONAL CRUDE, OIL PRODUCTION 
i VE RAG I NO SLIGHTLY OVER 2 00,020 BPD IN ORDER TO CONTRIBUTE TO 
or FSETTINQ THE LOSS OF IRANIAN OIL. ACCORDING TO OIL COMPANY 
EPHtSENTATIVLO, A KEwUIRStENT HAT THIS- ADDITIONAL OIL BE 
i .’ANSPuREO IN KUWAITI TANKERS WAS INCLUDED AMONG • OTHER ,, 
u jNDI HOWS . 4UUHJF -THIS -A WilTUNf, t' ~C IKJDcj"T3 r '"OFFEHE U TO' Ti IE r 
. .Juh OFF-TAaEP.S J? KUWAII OIL, BP, SHELL AND GULF. WHILE’ 

THE FIRST TWO PROsASLY WILL HAVE NO TROUBLE MEETING CONDI I ONS, 
iHEy DO CAUSE SOME DIFFICULTIES FOE BULF, WHICH HAS HOT YE 
»_CI DED TO PURCHASE THIS ADDITIONAL AHOUN. THE OIL MINISTER, 
...iEN PROVIDING THIS INFORMATION WITH REQUEST I RESPECT ITS 
JNFIDENTI ALITY, ASSURED ME THAT THIS ACTION WAS BEING TAKEN 
FvR "POLITICAL REASONS" AND THAI, OTHERWISE, HE OOK POLICY 
•F RESTRICTING ITS CRUDE PRODUCTION 0 2 BILLION BPD AVERAGE 
...ILL.R£RlAlf?S« END SUMriAivY 

S. at A RECEPTION GIVEN BY BRITISH PETROLEUM (BP) CHAIRHaH 
„iR DAVID STEEL JAY 20, OIL MINISTER ALI XHaLIFa AL-SaBAH 
■EVEALED TO ME "VERY CONFIDENTIALLY" HAT KUWAIT WOULD INCREASE 
is CRUDE OIL PRODUCTION BY SLIGHTLY OVER 200,000 BPD IN 

>KUER TO Make A COgTUBUTION to the world shortage which 

INSULTS FROu STQPfaG." OF IRANIAN OIL PRODUCTION. THE MINISTER 
■i.'KED THAT THIS INFORMATION UE HELD VERY CLOSELY SINCE NO 
..-PORT OF HIS PRODUCTION INCREASE WILL 3E GIVEN 0 THE PRESS, 
a REQUEST THAT HIS UISliKS BE RESPECTED UNTIL THIS INFORMATION 
EVENTUALLY IS revealed BY OTHER SOURCES,) ALI KHALIFA INDICATED 
i i a t the production had been approved by the- supreme oil 

COUNCIL ON JAN 2J aND THAT IT WOULD BE FORMALLY ENDORSED BY 
1-iE CABINET AT ITS JAN 21 MEETING, WHICH I WAS. 

•, . THIS ACTION SEP (ESHNTS A REVERSAL OF AN EARLIER REFUSAL 
-Y THE CABINET TO APPROVE A PROPOSAL BY THE OIL MINISTRY WHICH 

. <uld have permitted the hkee major purchases of kuwaiti 

.•HDD, I.E. 3P, GULF AND SHELL, 0 PURCHASE >0,000 3PD EACH 
.-v/R HE FIRST, SEC., iD, AND FOL'RH QUARTERS OF 197D AMO 100,000 
.rv EACH DURING THE THIRD QUAKER. THE OIL MINI STITTS REASON 
rj, RECOFlht-WDING THE HIGHER A MOaM. FOR THE THIRD QUARTER WAS 
hSEw ON A DESIRE TO OBTAIN f NOUGHT ASSOCIATED GAS 0 RUN THEIR 
-V LPG PLANT AT FULL CAPACITY UNDER THE MOST SEVERE CLIMaIC 

conditions as a final teg before its acceptance, from the 

.-INSTRUCTORS . 
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i'O RUtKC/SECSTATE WASH&O IM.CDIaTE 2317 
INFO SUQitel/AtCi'lctASSY AiiU DHA&I AifA 
. UFHhS/ArtEKJASSY ALGIERS Jt)7 
EN/USINT BAGHDAD POUCH 
. UFMJS/AKEMBASSY -.RUSSELS <577 
'•■UtSRS/AMEKJASSY CARACAS 414 
■ UGHUH/AMCGNJUL DfaKRAN 3J3U 
UQMQD/AMEMjASsY LJHA 2300 
.:UKQ3T/AKEMASSY JAKARTA 351 
. i U C f'lH A /A 1‘iL 4'. J A S SY JIDDA 53U& 

•.UIAQL/AMEftJASSY LAUOS 363 
UFHLC/APij 1.3 ASSY LIUREVILI.E 225 
: . U DTC/AHH i'i. ; AS S Y L jNDCH 32UB 
t < I j 0 hA K/A ME c.B ASSY /.A NAHA 3<>5i4 
. . UQ i'i PIT /A M: rt.i ASSY USCAT 1754 
P UF NPS/AMFi'BASSY PARIS 2072 
;.UiiSjI/Al v iLi'BAJSY <-UITO 21* 

.(UuMHR/AKL ('.JASSY YE HR AN 4ti«» 
f UEHKQ/A ME MJ ASS Y TOKYO 566 
i ; UO*1II/A.'tt.iJASSY TRIPOLI 1213 
PUFHAli/AflE.'iiASSY VIENNA 3B7 
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-4, AFTER THE REJECTION of this proposal, ali khalifa came 
JACK WITH THE PRESENT PROPOSAL WHICH PERMITS EACH OF THE THREE’ 
iAJQR LIFTERS TO TAKE 40,000 BPD EACH FOR THE FIRST, SECDNp AND 
FOURTH QUARTERS AND 20,0(30 BPD. EACH FOR THE THIRD QUARTER, 

THIS REPRESENTS AN OVERALL 20 PERCENT' (REDUCTION' FROM THE 
PREVIOUS PROPOSAL. THE REMAINING PRODUCTION,, WHICH would 
-'RING THE TOTAL To SLIQHILY OVER 200,000 HP 0, WILL UE 'ASSIGNED 
TO SHALL COMPANIES WHICH HAVE BEAU L Aft CONTACTS TO PURCHASE' 
KUWAITI CRUDE. 
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u. CERTAIN CONDITIONS HAVE BEEN ATTACHED TO THIS OFFER- FOR 
i,w_ MAJOR OFF-TAKERS. -FIRST, THEY MUST RaNSPORT THIS ADDITIONAL 
■ l IN KUWAIT OIL TANKER COMPANY (KOTO VESSELS AND, SECQJC, *auK 
, THE THREE COMPANIES IS REQUIRED TO TAKE ITS SHARK. OF ONE 
- ILLION BARRELS OF EXTRA HEAVY CRUDE PRODUCED IN THE NIllTRflL 
,32 WHICH IS PRESENTLY HELD IN STORAGE BECAUSE IT IS DIFFICULT 

SELU^tDfciOVEH, PHE WfJE&“CQtr ATUtS'^fRICfT TS jOY; 

. !3CDUNTS UNDER ThitR REGULAR CONTRACTS, WILL HAVE TO PAY THE 
FICIAL PRICE FOR THIS ADDITIONAL OIL. NORMAL CREDIT TERNS, 
l.c, 60 days, will APPLY. BOTH BP anDSKELL, which have 
-lFFERED THE GREATEST LOSSES AS A RESULT OF THE CUTOFF OF 

Iranian oil production, apparently will have no problem with, 

< ilESE TERMS AND ARE EXFECTEJJ TO SI4N CONTRACTS FOR THIS 

• w'DIIIQNAL quantity. 

7. AN ADDITIONAL CONDITION HAS BEEN APPLIED BY THE MINISTRY 
.u THE OFFER TO GULF FOR THIS ADDITIONAL. .OIL PURCHASE. THE 
-IL MINISTRY IS DEMANDING THAT WJLF SIGN A IBrYEAR AGJREEMIINT 
.j PURCHASE £00,000 TOMS OF LPU. THIS COHUITIPN WAS ADDED 

—CAUSE GULF CANCELED A CONTRACT LATE IN DECEMBER TO PURCHASE 
MIS AMOUHG OF LPO WHEN ITS INTENDED JAPANESE CVSIOWEN, 

ITSUBISHI, SUDDENLY WITHDREW FROM AN AGREEMENT TO PURCHASE 
1.1IS AMOUNT OF LPG. UULr HAD PREVIOUSLY PURCHASED 10,000 IC*S 
OF LPG ANNUALLY FOh THIS CUSTOMER AND, HAD INCREASED THEA MOUNT 
<0 200,000 TONS IN ANTICIPATION OF «N INCREASED REQUIRSMKNT. 

4<jW EVER, ACCORDING TO THE GULF REGIONAL REPRESENTATIVE If) KUWAIT 
ME LPfl MARKET IN JAPAN IS PRACTICALLY SATURATED AS A HESULT 
3F THE AVAILABILITY OF , PRIC£-COW > £TtTIV£ , ALTERNATE - FUELS 
FULLY ENABLI NO USERS TO SHIFT TO OTHER SOURCES OF ENERGY. 

GQF ALSO HAS DIFFICULTY WITH THE CONDITION REQUIRING TRA&SPQRT 
IN KOTO TANKERS BECAUSE, AS A RESULT' Of THE PAMAGE TO 
UANTRY BAY FACILITIES IN IRELAND, XT HAS’ A SURPLUS j OF JANkSH 
CAPACITY. SI-NCE T.1C MI NISI8Y- OFF OIL CONTRACT REQUIRES IKAfJtHB 
iilRCHASERS NEGOTIATE THE TANKEH CHARGES WITH ROTC, CULI' IS ^ 
CONCERNED THAT IT MIGHT FIND ITSELF* IN A POSITION OF MARKETING 
MIS ADDITIONAL CRUDE AT A LOSS, WCCORPIHG TO ITS FEPRISENTATIVK, 
,uLF IS CURRENTLY CAREFULLY REVIEWING THIS OFFER, 

y. WHEN PROVIDING THIS I NKORMATION “TO M$* "THE 'OIL ^IlNJpTEK 
vECLARED THAI THIS DECISION WAS BEING TAKEN BY THE GOK FOR 
■P YITICAL REASONS,- NAMELY 10 MAKE A CQNTIUBUTION TO THE I 

ADDITIONAL SUPPLIES OF OIL THAT WILL BE NEKDgD TO 1 MAKE UP THE 
LOSS? OF IRANIAN OIL PRODUCTION, ; HE ASSERTED THAT, OTHjRWlSEi 
fHC KUWAITI POLICY 1<1 MAINTAIN A STRICT CEILING DR ITS CRUDE 
PRODUCTION Al e MILLION SPD AVER AGE 'WAS' UNCHANGED, 

MAEHTROHE 

■ >T 
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TO RUEHC/SECSTATE WASHDC IMMEDIATE 2829 

INFO RUQM3I /AMEMBASSY ABU DHABI 4396 
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DCM 
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POL 2 
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POL/M 


RUQM0D/AMEM3ASSY DOHA 2302 

IK 


RUKC8T/AMEMBASSY JAKARTA 0352 

III 


RUQMRA/AMEMBASSY JIDDA 5986 

ADM 
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R UFH LC/AMEMB ASSY LIBREVILLE 0226 
RUDTC/AMEM3ASSY LONDON 3290 
RUQMAM/AMEM3ASSY MANAMA 3685 
R UQ MMT /A ME MB ASSY MUSCAT 1768 
RUFNP S/AMEMBASSY PARIS 2074 
RUESQI/AMEM3ASSY QUITO 220 
RUQMHR/AMEM3ASSY TEHRAN 4670 
RUEHK0/AMEM3ASSY TOKYO 368 
RUfiMTI/AMEMBASSY TRIPOLI 1214 
RUKHAU/AMEMBASSY VIENNA 498 
BT 

CONFI DENTIAL KUWAIT 00392 
LIMDIS 

3RUSSELS FOR USEEC 
PARIS ALSO FOR OECD 

E.O. 12065: GDS 1/24/85 (MAESTRONE, FRANK E.) OR-M 
TAGS: ENRG, OPEC, KU 

SUBJECT: MORE DETIALS ON INCREASED KUWAIT OIL PRODUCTION 
rEF: KUWAIT 370 
1. CC - ENTIRE TEXT) 


2. DURING A JAN 23 MEETING WITH OIL MINISTER SHAIKH ALI 
KHALIFA AL-SABAH ON OTHER METTERS, THE OIL MINISTER SUPPLIED 
ME WITH FURTHER PRECISIONS ABOUT THE KUWAITI DECISION TO 
INCREASE ITS CRUDE OIL PRODUCTION LEVEL DURING 1979 BECAUSE OF 

THE IRANIAN OIL PRODUCTION FUTOFF. HE STATED THAT THE COUNCIL 
OF MINISTERS, IN APPROVING THE PROPOSAL DESCRIBED REFTEL, 

HAD PLACED A CEILING OF 2,200,000 BPD ON KUWAIT’S 
CRUDE PRODUCTION. 
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J. ALI KHALIFA EXPLAINED THAT THE OFFERS TO THE THREE MAJOR 

OFF-TAKERS INCLUDED CERTAIN CONDITIONS TAILORED TO EACH ONE r.> ,, — r/ 

OF THE THREE COMPANIES (BP, SHELL AND GULF), PARTICULARLY }&~ ■*-/ I -5 U - 

VI TH REFERENCE TO THE USE OF KUWAITI OIL TANKERS. HE SAID _ ' 

THAT BP AND SHELL WOULD TAKE THE AMOUNTS OFFERED UNDER THE C- 0 A- 

CONDITIONS PRESCRIBED, BUT IT WAS UNLIKELY THAT GULF WOULD , , ~ 

TAKE ADVANTAGE OF THE OFFER. WHEN I PRESSED HIM OH WHETHER D /_> 

THE CONDITIONS INCLUDED IN THE GULF OFFER WERE BASICALLY 

DIFFERENT FROM THE OTHER TWO, ALI KHALIFA REPLIED, SOMEWHAT 

EVASIVELY, THAT THE CONDITIONS WERE RELATED TO IIS PREVIOUS 

PURCHASES OF BOTH 01# AND GAS, BUT WOULD ADD NO MORE DETIALS. 

IE MAINTAINED GULF’S DECISION WAS RELATED TO THE FACT 
IKAT THE USE OF KUWAITI TANKERS WOULD INCREASE THEIR COSTS 
TO SUCH A POINT iHAT IT WOULD NOT BE PROFITABLE TO MARKET 
THIS ADDITIONAL CRUDE UNDER THE CONDITIONS STATED. 

A. GULF REGIONAL REPRESENTATIVE CONFIRMED THIS FACT, STATING 
THAT GULF, BECAUSE OF TIS CURRENT OVERSUPPLY OF TANKER 
CAPACITY, WOULD INCUR A COST OF ADDITIONAL $1 PER BARREL BY 
LSING KUWAITI TANKERS WHICH IT COULD NOT RECUPERATE FROM ITS 
CONTRACTUAL CUSTOMERS. HE NOTED THAT BP AND SHELL WOULD 
BE USING THE ADDITIONAL CRUDE IN iHEIR OWN REFINERIES AND 

could presumably retrieve the additional cost throught the 

ANTICIPATED HIGHER PRODUCT PRICES. 

5. ALI KHALIFA SAID THAT THE AMOUNT ORIGINALLY OFFERED TO 
GULF WOULD NOW BE OFFERED TO OTHER PURCHASERS OF KUWAITI OIL. 

IN CONCLUDING OUR DISCUSSION OF THIS MATTER, HE AGAIN REQUESTED 
THAT THIS INFORMATION BE HELD VERY CLOSELY WITHIN THE GOVERN- 
MENT, INDICATING THAT THERE WOULD BE NO RELEASE OF THIS 
INFORMATION TO THE KUWAITI PRESS. HE MAINTAINED THAT, IF IT 
BECAME PUBLIC KNOWLEDGE, THE GOVERNMENT AND PARTICULARLY HE 
AS OIL MINISTER WOULD BE CRITICIZED FOR THIS INCREASE ABOVE 
THE NORMAL 2 MBPD CEILING. 

MAESTRONE 
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CONFIDENTIAL SECTION* 1 OF 2 KUWAIT 0533 
CINCS FOR POLAD 
LONDON FOR GLASPIF 

S.O, 12065: GDS 1/30/85 (CLUNAN, JAMES L.) OR-P 

TAGS: MPOLi SOPN , RU, ZP, IR, US, UR 

SUBJ: (U) KUWAIT COMMENTS ON REGIONAL SECURITY 

REFS: A) KUWAIT 0359, B) CAIRO 31843 (NOTAL), C) STATE 017301 
(NOTAL) 

1. (C) SUMMARY. KUWAIT PRESS HAS EXAGGERATED GULF SECURITY 
ASPECTS OF SECRETARY OF DEFENSE BROWN'S JANUARY 25 CONGRESSIONAL 
TESTIMONY. COMMENTING ON BROWN'S TESTIMONY, BOX SPOKESMAN 
BAS REJECTED ANY KIND OF FOREIGN INTERVENTION IN THE AFFAIRS 
OF THE GULF AND SAID THAT KUWAIT HAS NOT SOUGHT SECURITY 
GUARANTEES OR PROTECTION FROM OTHER COUNTRIES. WHILE THIS 
STATEMENT IS MORE CATEGORICAL THAN HIS VIEWS REPORTED IN REF A 
REGARDING TEE ROLE OF BIG POWERS IN THE GULF, SPOKESMAN S 
REMARKS MUST BE SEEN AS PART OF POLICY BALANCING ACT WHICH 
GOK PLAYS AMONG ITS LARGE NEIGHBORS IN THE AREA AND BETWEEN 
THE SUPER POWERS. 
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.. (U) ON JANUARY 26 MOST KUWAITI ARABIC LANGUAGE NEWSPAPERS 
■ AVI FRONT PACE TREATMENT TO US SECRETARY OF DEFENSE BROWN'S 
ANUARY 25 TESTIMONY TO THE SENATE ARMED SERVICES COMMITTEE. 

HO NEWSPAPERS (AL-ANBA AND AL-RAI-AL-AM ) HEADLINED US "FEARS” 
US-SOVIET CONFRONTATION IN THE GULF. AL-N1BA, AL-WATAN AND* 
.",-QABAS SAID THE SECRETARY SPOKE OF THE PROBABILITY" OF 
*HIS CONFRONTATION, THUS, MAKING SAME DISTORTION AS SOME CAIRO 
lAl'ERS (REF B). WHILE ALL PAPERS SAID THE US HAS BEGUN 
'REPARATIONS FOR THIS "PROBABILITY , THEY ,AE50 MADE CLEAR THAT 
INTERVENTION" WAS CONTEMPLATED ONLY lit RESPONSE ,10 SQVIKT 
"uVES. 

*. (U) ON JANUARY 29 ARABIC NEWSPAPER AL-^IYASSA BEP9RTED 
i "MMENTS MADE IN RESPONSE TO SECRETARY BR l GV!t'%' STATEMENT , 

:T MINISTER OF STATE FOR CABINET AFFAIRS 'ABDUL AZIZ EU3&AIH. 

•HO SERVES AS GOK SPOKESMAN. HUSSAIN SAID THE GOK REJECTS 
.'NY KIND OF FOREIGN INTERVENTION IN THE GULF, IRRESPECTIVE OF 
i n F TYPE OR DEGREE OF INTERVENTION. HE NOTED THAT THE ST AT IS OF 
•' E GULF AND THE ARABIAN PENINSULA ARE UNITED IN OPPOSITION 
• : FOREIGN INTERVENTION. HE SAID THAT KUWAIT AND THE GULF STATES 
1 i NOT INTEND TO OFT INVOLVED IN THE STRUGGLE AMONG TEE GREAT 
i WERS. AS REGARDS KUWAIT, HE SAID HIS COUNTRY DOES NOT SEEK 
1 SECURITY GUARANTEE -- EITHER IN THE FORM OF AN EXPEDITIONARY 
'• RCE OR OF THE -INCLUSION OF -KUWAIT IN *A REGIONAL DEFENSE PACT — 
< OM ANY OTHER STATE. 

■> '53a 
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CONFIDENTIAL SECTION 2 OF 2 KUWAIT 0530 

4. (C) COMMENT. BUSS IN'S COMMENTS REPRESENT THE STANDARD 
GOK REACTION TEAT IS AUTOMATIC * T T Y TROTTED OUT IN RESPONSE 
TO COMMENTS OF SENIOR AMERICAN OFFICIALS ABOUT THE US INTEREST 
IN THE SECURITY OF TSE PERSIAN GULF. THE ACTUAL CONTENT OF 
ANY AMERICAN OFFICIAL'S REMAERS IN THIS RESPECT, AND ANY NUANCES 
IN HIS STATEMENT. ARE DISREGARDED AND KUWAITI REJECTION OF " FOREIGN 
INTERVENTION" IN THE GULF IS TRUMPETED LOUD AND CLEAR. BESIDES 
PUBLICLY REASSURING THE IRAQIS OF NO KUWAITI PREDILECTION TO 
RELY ON US SECURITY SUPPORT, THE GOK STATEMENT SERVES THE 
PURPOSE OF REPEATING FOR THE BENEFIT CF PALESTINIAN EARS KUWAIT'S 
ADHERENCE TO ARAB SOLIDARITY. WHILE THESE COMMENTS MAY APPEAR 
TO BE IN CONTRADICTION TO HUSSAIN'S REMARKS Ri.POH.TED IN 
REF A, IN FACT THEY ARE NOT. 'IN THE LATTER INSTANCE, HUSSAIN 
WAS NOT REACTING BUT RATHFRjFI V I NC KUWAIT'S VIEWS ON THE 
SECURITY SITUATION IN THE AREA IN THE LIGHT OF THE IRANIAN 
CRISIS. THESE WERE DEVOID OF THE POLEMICS INVOLVED IN HIS 
LATEST STATEMENT AND REPRESENT, WE BELIEVE, A MORE ACCURATE 
REFLECTION OF THE GOK POSITION. THUS, THESE TWO STATEMENTS SHOULD 
ED SEEN AS PART OF THE CONTINUING POLICY BALANCING ACT WHICH 
THE KUWAITIS SEEK TO PERFORM AMONG THEIR LARGER NEIGHBORS 
AND BETWEEN THE SUPER POWERS.' ESTRONE 


CONFIDENTIAL 


L 



3 Fes 79 i I 3 5 e 0025S5 


NNNNVV ESB039KWA290 
HR RUQMHR 

PE RUQMKW #0701/1 0390955 
7. NT CCCCC 73 H 
H 0714292 FEB 79 

KM AMEMBA5RT KUWAIT ACTION 

10 RUEHC'/SSCSTATE WASHDC 2947 E.i>J 

INFO RUQMBI/AMEMBASSY ABU DHABI 4429 

ZEN/USINT BAGHDAD POUCH INFO 

RUDKFBQ/AM EMBASSY B V RN 50 AMB 

RUFHOL/AMEMBAS ST BOlfll 491 DCM 

.(UQMOD/AMEMBASSY DOHA 2331 POL-2 

HUQMKA/AMEMBASSY JIDDA 6032 PM 

RUDTC/AMEMBASSY LONDON 3314 OR 

RUQMAM/AMEMBASSY MANAMA 3712 ADM 

HUQMMT/AMEMBASST MUSCAT 1793 ICA 

•iIIFNPS/AMEMBASSY PAhlS 2084 AGR 

KUQMYA/USLO RIYALU 299 CRU-2 11/JA 

■:t)QMHR/AME,1IASSY TEHRAN 4687 ✓ 

■.U DK EEQ/ AMCONSUL ZURICH 007 
•T 


ONFIDENTIAL SECTION 1 OF 2 KUWAIT 0701 
. KPT PASS REASURY 

.0. 12066: GDS 2/7/85 (I.UMSDEN, G. Q . ) OR-3 

’ACS: EFIN, ZU 

L'BJ : (C) INCREASED CAPITAL FLOW THOM KUWAIT REFLECTS CRISIS 
U IRAN 

! . (C - ENTIRE TUT) 

. SUMMARY: EMBASSY CONTACTS IN BANKING AND BUSINESS CIRCLES IN 
UWAIT NOTH A MARKED INCREASE DURING RECENT WEEKS IN THE 
••ONEY TRANSFER ACTIVITIES OF BANKS HERE. THESE INCREASED 
I'iiPKENCY EXPORTS ARE SAID TO BE COMPRISED MOSTLY OF PRIVATE 
- UN DS DESTINED .FOR DOLLAR MARKETS IN EUROPE AND IN THE US. 

THE INCREASE ISf GENERALLY CITED AS REPRESENTING THE FLIGHT 
F CAPITAL FROM NEIGHBORING IRAN TO WESTERN MONEY MARKETS 
I 11 . ROUGH KUWAIT'S FREE AND RELATIVELY EFFICIENT BANKING SYSTE. 
WFVER, HTERE ARE INDICATIONS THAT AT LEAST PART OF THE INCREASE 
traceable ro movements abroad of kuwaiti money, the; 

•ANAGING DIRECTOR OF ONE OE KUWAIT'S LARGEST BANKS INSISTS 
'TAT WHILE KUWAITI MONETARY FLOWS ARE SOMEWHAT ABOVE NORMAL 
ft PRESENT, THE INCREASED OUTFLOW IS NOT IMPORTANT IN 
"■SOLUTE TEhMS . HE ADMISTS, HOWEVER, THAT A SPILLOVER OF 
IRAN'S PROBLEMS INTO THE ARAB SIDE OF THE GULF’— PARTICULARLY 
IRAQ— COULD TRIGGER MAJOR CAPITAL FLIGHT FROM KUWAIT. 

LA.) SUMMARY . 
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2. CORING THE PAST WEEK, WE EAVE BEEN DISCUSSING WITH SOME 
LOCAL BANKERS AND BUSINESSMEN THE CUESTION OF MONETARY FLOWS 
FROM KUWAIT IN LIGHT OF THE CURRENTLY UNSETTLED CONDITIONS IN 
IRAN, THERE HAVE BEEN RUMORS AROUND TOWN ABOUT THE 
CLANDESTINE ARRIVAL OF CURRENCY AND OTHER NEGOTIABLE 
INSTRUMENTS FROM ACROSS THE GULF, OUR DISCUSSIONS, HAVE 
COT, FIRMED THAT, ALTHOUGH THE GENERAL TREND BEGAN AS FAR BACK 
AS LAST NOVEMBER, THE PAST SEVERAL WEEKS SAVE SEEN A MARKED 
UPTURN IN THE MONET TRANSFER ACTIVITIES OF BANKS HERE. THE 
BOARD CHAIRMAN OF ONE OF THE COUNTRY'S MAJOH INVESTMENT 
INSTITUTIONS HAS TOLD US THAT "RIGHT NOW, LOCAL BANKS ARE SO 
TIED UP PROCESSING IRANIAN TRANSFER ORDERS THAT THEY DON'T HAVE 
TIME TO RETURN OUR PHONE CALLS." 

4. MOST OF OCR OTHER CONTACTS LIKELISE MAINTAIN THAT IRANIAN 
CAPITAL FLIGHT THROUGH KUWAIT IS THE PRINCIPAL CAUSE OF 

THE CURRENCY PHENOMENON. KUWAIT, THEY NOTE, IS THE NEAREST FREE 
TRANSFER POINT TO IRAN HAVING A RELATIVELY EFFICIENT BANKING 
SYSTEM CAPABLE OF HANDLING THE LOAD. THUS FAR, EVEN APPROXIMATE 
ilGURES OF THE AMOUNTS INVOLVED HAVE BEEN IMPOSSIBLE TO OBTAIN, 
BUT OUR SOURCES PRESUME THAT THE MAJORITY OF THESE TRANSFERS 
AhE DESTINED FOR EUROPEAN DOLLAR MARKETS AND FOR THE 
UNITED STATES, WITH DESIRABLE DEUTSCHMARK, SWISS FRANC, AND 
JAPANESE TEN PLACEMENTS MORE DIFFICULT TO OBTAIN. 

5. RUMORS HAVE NOT BEEN CONFINED TO IRANIAN CAPITAL FLIGHT. 

OUR CONTACTS ALSO REPORT A LOCAL MONEY SQUEEZE THAT HAS 
SEVERAL BANKS SHARPLY REDUCING OVERDRAFT LEVELS GRANTED— 
PARTICULARLY ON EXPATRIATE ACCOUNTS— AND EVEN TAKING 

THE UNPOPULAR STEP (USUALLY AVOIDED) OF BOUNCING CHECKS OF 

Deficient kuwaiti depositors, 
ft 

# 4)721 




, i NN V V ESB041KWA291 fi f^ES /j 1 ' 

'•« 2UQMHR 

i RUQMKW W0701/2 039X005 
. NT CCCCC ZZH 
•< 071429Z FEB 79 
>“■ AMEMBASST KUWAIT 
•'> RUEHC/SECSTATE WASHDC 2948 
INFO RUQMBI /AMEMBASST ABU DHABI 4430 
/ > N/USINT BAGHDAD POUCH 
XUDKEBQ/AMEMBASSY BERN 51 
'iiiFHOL/AMEMBASSY BONN 492 
•'"QMOD/AMEMBASSY DOHA 2332 
HJQMRA/AMEMBASST JIDDA 6033 
KUDTC/AMXMBASST LONDON 3315 
'■’OMAM/AMEMBASSY MANAMA 3713 
H1QMMT/AMEMBASSY MUSCAT 1794 
FNPS/AMEMBASSY PARIS 2085 
IMIQMYA/USBO RIYADH 302 
■i’IQMHR/ AMEMBASST TEHRAN 4688 
«UDKIBQ/AMCONSUL ZURICH 008 
M 

'ONFIDENTIAL SECTION 2 OT-2 KUWAIT 0701 


. in a I' w AIT MONETARY FLOWS WITH THE MANAr.TNd 

"HECTOR OF ONE OF KUWAIT'S LARGE ST BANK? , WE NOTED THAT EVEN 
t'OUGH THE US HAD JUST ANNOUNCED A LARGE TRADE DEFICIT FOR 
D °BLAR REGISTERED GAINS ON VARIOUS MARKETS 
I. A ST WEEK. HE ADMITTED THAT THE POLITICAL SITUATION IN THE 

w 'i.F Was currently creating higher than normal* capital 

THAT THIS CoUL D HAVE influenced western money 

MIKETS AS WE HAD NOTED. WHILE MOST OF THE FLOW WAS FROM IRAN 
! AB °VE-NORMAL AMOUNTS WERE ALSO COMING FROM KUWAIT 

■ THE BOCAL MONEY MARKET AS "NERVOUSE" BUT INSISTED 

T AT THIS WAS NOT AN EXAGGERATED OUTFLOW, GIVEN THE USUAL 
" C ,« « 0? FOREIGN PLACEMENTS FROM KUWAIT. HE PROVIDED 
v flOURES, BUI SAID THAT, IN ABSOLUTE TERMS, THE AMOUNT OF 
■’■iNEY OVER NORMAL LEVELS WHICH HAD LEFT KUWAIT SINCE LAST 
Ircnfm ^ A ® REALLY NOT IMPORTANT. HE CONTINUED THAT, AS 
EVENTS IN IRAN r KUWAITIS HAD BECOME LESS SHOWY 
WH ’ Ai; THIS WAS 1 SIGN 0F NERVOUSNESS TO 
WVICH HE HAD REFERRED, HE BELIEVED THAT REALLY IDSRUPTIVF FI OWH 

o' ^SPittovpr^p^thv 55 0NI,Ii!;ELT T0 BE TRIGGERED IN THE ABSENCE 
!5 E BRKNIAN CRISIS ONTO THE ARAB SIDE OF THE 
* i'. F Tm H0 ^ EVER ' IF THERE WERE TROUBLES IN BAGHDAD, HE SAID 
1 WAIT MONEY WOULD FLOOD OUT OF THE COUNTRY. 

. COMMENT: TEE CENTRAL BANK HAS JUST RELEASED CONSOLIDATED 

STATISTICS FOR THE FINAL QUARTER OF 1978. THE FOREIGN 
^ETS OF KUWAITI BANKS INCREASED BY 275 MILLION *DINAH5 
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the second quarter; 52 1 mill ion jin ars%rom the second to j 
THE THIRD QUARTER! AND BT 120 MIDUON DINARS fROPl *“* . 

TO THE fOURTS QUARTER. MAESTRONR 

BT > 

#0701 




»o«j*cT: Kuwait Oil Production Policy; OPEC Pricing Policy; Iranian Crisis; 

Regional Security in the Gulf and the Linkage to Arab/Isr»el Affairs, 
Iraq/Syria Union 

P*<rricip*NT»: Mr. Mahmoud K. al-Adasani, Under Secretary, Ministry oljjtl, Kuwait 
Mr. Quincey Lumsden, Economic Section (TDY), Amembassy , Kuwait 

ft ACE: Ministry of Oil, Kuwait City 


0ISIRIBUT10N: 

NEA/ARP 

Embassy, Paris 
Embassy, Tehran 
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INR/RNA 

DCM 


EB/ORF 

USINT Baghdad 

POL 
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I began by asking Mahmoud about an item I had seen in the Petroleum Trade Press 
m France prior to my arrival in Kuwait at the end of January. 1 said it had 
been reported that Kuwait was authorizing increased off-take to its traditional 
tu'.tomers (BP, Gulf, and Shell) above the 2 million bpd total limit currently 
imposed. I added that the Trade Press report indicated that each of these 
mmpanies was to be permitted about 40,000 bpd of extra oil this year. Mahmoud 
T'.ponded that the report was "about right." Hd said that Kuwait would not 
•iihere strictly to a flat 2 million bpd limit. This limit, he said, is a self- 
imposed indicative planning target in any event, since the National Assembly 
n.'. been dissolved. Further, he continued, since Kuwait lost a number of 
important sales while the Doha two-tier pricing system was in effect, a little 
nit of over production would simply permit average liftings to rise to the 
million bpd authorized limit for the overall 1977 through 1979 period. 

•kihmoud continued that since Kuwait has a balanced budget and no major financial 
emblems face the government, the 2 million bpd limit would remain the guide- 
line for the forseeable future. He explained that any small, temporary increases 
•tmve 2 million bpd, which might be authorized from time to time— -such as the 
Lirrent ones—were motivated principally by domestic economics, (n.b. The 
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correctness of this statement is arguable in light of statements by impec- 
cable Embassy sources that the increase was motivated by international 
political considerations.) The 1979 production increases, Mahmoud main- 
tained, are gas oriented. He said the staggering growth of Kuwait City, 
which showed no signs of slowing up, plus the upcoming inauguration of the 
Kuwait Oil Company's new 1 billion dollar LPG plant would produce in 1979 
a sharp increase in local demand for associated gas. For the time being, 
he said, the only way to meet this demand was through an increase, in oil 
production. Since free non-associated gas could not be counted uppn over 
the near term, Mahmoud said that the Ministry of Electricity and Waterhad 
been instructed by the government to allow for dual-firing of Its power and 
water installations. "We are preparing to use more heavy fuel oil and 
even straight crude to make electricity and water," he said, but potential 
"savings" in times of short supply have now been offset with the huge LPG 
project coming onstream. This had been designed to operate on the surplus 
associated gas. produced when Kuwait had a 3 million bpd national oil produc- 
tion limit. 

Mahmoud granted that Kuwait's decision to increase oil production did have 
important international ramifications. Nevertheless, he again insisted that 
the primary reason for the decision was domestic. He emphasized this point 
by citing two non-domestic factors which he said operated as constraints 
upon increased oil production from Kuwait. First, he said, Kuwait had been 
"burned" and had lost customers during the two-tier price system. Thus; 
since its heavy crude made it a continuing target for this sort of thing in 
a soft market situation, Kuwait did not now wish to utilize the customer- 
stealing precedent at the expense of other OPEC members, even though the 
market is tight. Secondly, the fact that in this particular instance the 
affected OPEC member was Iran made Kuwait doubly cautious. It was at Iran's 
expense, he noted, that Kuwait first became a major oil exporter back in the 
early 1 950 * s . Now, however, given the nature of Khomeini's movement and Its 
possible implications for Arab oil producers, Kuwait would not wish to add 
any "irritant" to its relations with Iran's new -leaders. 

I asked Mahmoud if he could confirm press reports that the ministers of the 
Arab oil producing states in the Gulf were re-examining crude oil pricing 
schedules in the light of the effects of the Iranian crisis. He replied 
in the affirmative and said that a decision would be made momentarily on 
prices to be charged for amounts of o-il lifted above the national production 
limits established by these producing states. For example, he said, Kuwait 
is currently selling its crude to traditional customers at a price of $12.83 
per barrel, but this oil in today's market has an immediate resale value of 
$15.00 per barrel, and lighter crudes will bring about $17.00 per barrel. 

I asked if the ministers were focusing their price discussions upon the 
already-established OPEC price schedule for the 4th quarter of 1979, or 
upon the prices apparently being contracted for in the volatile spot market. 
He replied "actually, neither," and said that the producers were concentrat- 
ing upon the excess profits companies currently could make by "rolling over" 
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contract oil purchased under current OPEC prices. I asked if this meant 
that the decision would be likely to fall somewhere between the $15 and 
$17 he had mentioned and he replied that he did not know where the 
ministers would set the price. 

Mahmoud agreed with my estimate that the current shortfall in free world 
oil production was between two and three million barrels per day as a 
result of the Iranian crisis. He added his view, however, that with 
some upward price revisions, there should be little difficulty rn making 
up this shortfall. OPEC, he continued, was already making up for about 
3 million bpd of Iran's former 5 to 6 million barrel productton. In 
addition to OPEC, non-OPEC sources such as Mexico were in good position 
to assist in filling the gap. 

Iran was discussed next. Mahmoud was of the opinion that the Shah had 
been a victim of indecision among western leaders. He admitted that over 
the past three months the situation had deteriorated to the point where 
there was little or nothing that the United States could have done to 
maintain the Shah in power, but he said he could not understand why it 
had not helped the Iranian government much earlier on, "while there was 
still time." He continued, "you did nothing, so France has come off as 
the big winner. They even brought the hero home in one of their air- 
planes." 

Mahmoud continued that he thought it would be a mistake for the United 
States to attempt to connect the Camp David Agreements with the situa- 
tion in the Gulf. He said the Gulf situation was a separate affair, 
having its own independent set of dynamics. The one phenomenon connect- 
ing the Levant and the Gulf, he said, was that of Islamic revivalism. 

He added that this was unlikely to work to the advantage of the Camp 
David Agreements, because overall Islamic opinion was now going to be 
more disapproving than ever of accommodations to Israel. 

The direct effect of the Iranian crisis in Kuwait would be limited, 
Mahmoud thought. There would surely be some pressure from conservative, 
religious elements and some activity by the younger generation. But he 
felt that the government could avoid domestic trouble by complementing 
Kuwait's prevailing atmosphere of material well-being with a return to 
parliamentary democracy. Noting local media reports that, in any new 
National Assembly, the ruling family might wish to appoint a significant 
number of deputies, Adasani said the Sabah should limit themselves to 
appointing ministers wt*> automatically also serve as Assembly delegates. 
Excessive dependence upon appointed delegates, he said, would incur the 
dissatisfaction and disapproval of the electorate and offset many of 
the stabilizing benefits of a return to democracy. 

The conversation then focused on the proposed union between Iraq and 
Syria. The Under Secretary thought that it was very unlikely the union 
would actually be achieved at any time in the- near future. But he said 
that, while neither Assad nor Saddam Hussein was prepared to relinquish 
and of his powers to the other, the Arab cause would be served if the 
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present atmosphere induced them at least to stop working against each 
other. The Baghdad Summit was a great success in Adasani's eyes. “The 
Iraqis are much more self-confident now and they want to play a responsible 
inter-Arab role." The crisis in Iran, he said, was as much or more re- 
sponsible for this new attitude in Baghdad than was the continuing Arab 
confrontation with Israel. 

Finally, Mahmoud-noted that Kuwaiti PM Shaikh Saad's recent tr;jp to 
neighboring Arab states was another direct result of the Baghdad- Summit. 

He termed Saad's trip a plus for Kuwaiti diplomacy. This aims at tfje 
maximum cooperation among littoral states, in order to avoid regional 
tension which could stimulate unwanted intervention in the area by out- 
side powers. 
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! i-xplained to Hamza Abbas that, after over three years away from dally contact 

• uh Gulf affairs, my visit to Kuwait was mostly a listening one and I would be 
w*ppy to hear any comments he might have on monetary matters and how he saw the 

■ ■isis in Iran affecting the Gulf area in general. He began his response by 

■ ..nnenting that he was happy to see that the dollar was doing much better on the 

• change markets than it had been several months'ago. “None-of us beljeves that 
•» are out of the woods," he said, "but your monetary policies are more credible 
"<■«.“ USG efforts in coming months to control inflation and its balance of pay- 
wits, will tell the story, Hamza continued. He added "it is in our interest 

i" Kuwait to see a strong dollar." Hamza Abbas said Kuwait was not going to act 
"responsibly on oil prices for this reason, but that we should realize the 
•■notary policy that the U.S. had been practicing in recent months presented 

• -■wait with a dilemma. He said that for a while he had the impression the USG 

• ■"jiirded exchange rate policies as unrelated to OPEC and solely a tactical weapon 
*n its tug-o-war with Germany and Japan to get these two countries to stimulate 
tnnr economies. The falling dollar which resulted, however, presented OPEC 

• uh real economic and political problems. Even Saudi Arabia, he said, was unable 

I -!N:GQLumsden(TDY) :bn 

• along Otfnt nmd OfiftrJ 
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to maintain support for a continuing price freeze when oil was de- 
clining rapidly in value in respect to imports from the industrial- 
ized world. The dilemma, he continued, is that we know that 
increased oil prices will bring the dollar under pressure and hurt 
both our purchasing power and the value of our investments. However, 
when the USG lets the dollar fall anyway, we simply do not have the 
ability to stand by and watch our principal resource lose value. 

"We are caught in a balancing act." 

Hamza Abbas continued that the real price of OPEC crude oil was 
still too low in comparison with other economic indicators. The 
Abu Dhabi price schedule for 1979, he maintained, was "very conserva- 
tive." With the Iran crisis again pressuring the world market, it 
had become clear that oil companies were now able to reap unexpected 
profits on the "cheap" contract oil they were obtaining from the 
producing states. Thus, Hamza Abbas said, there will undoubtedly 
soon be another slight increase announced to compensate for these 
current market conditions. We said some price increase now would 
be preferable to holding off too long and then having the price take 
a quantum jump upward which would really wreck havoc in the inter- 
national money markets. 

Hamza Abbas took a calm-and-col lected approach to the Iran crisis, 
(n.b. Our conversation took place the day before the attack on the 
American Embassy in Tehran.) He said that the crisis in Iran was 
producing such a dramatic atmosphere in the area that it was 
becoming difficult for most people to make clear and logical analyses 
Nevertheless, Hamza Abbas continued, we should all try to look beyond 
the day's headlines and glean out what elements of truth we can from 
the present situation. In spite of all of Iran's revolutionary fervor 
he insisted, Khomeini will need to get his economy going again, and 
this means that he will have to reach a working agreement with the 
United States. One thing is certain, he said, and that is that 
Khomeini is not a leftist. This being the case, the United States 
should now concentrate on finding matters of mutual economic interest 
with Iran. The U. S. should play down the political/military aspect 
of the situation as much as possible. "Go into them with economic 
suggestions," he said, since these ought to be easier to come up 
with than political ideas for the time being. 

Hamza Abbas continued that the Arab states too were going to have 
to work out a new set of relationships with Iran. If Khomeini stays 
in power, he said, it appears as though Iran will steer a course 
closer to the Arab world than was the case under the Shah. Every 
foreign policy position taken by Khomeini and his supporters since 
they assumed power, Hamza said, shows that they want amicable relation 
ships with their Arab neighbors. He cited declarations of support 
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E.O. 1J652? GDS 
TAGS? EFIN, KU 

SUBJ? AMIR’S INVESTMENT ADVISOR DISCUSSES DOLLAR PROBLEM 
REF? (A) KUWAIT 1367, CB>. KUWAIT 1250, CC) KUWAIT 1231 

1. SUMMARY? AMIR’S INFLUENTIAL FINANCIAL /INVESTMENT 
ADVISOR ABU SA’UD TOL'D AMBASSADOR MARCH 7 THAT RECENT 
STATEMENTS BY KUWAITI MINISTER ON DECLINE OF DOLLAR WERE 
SOMEWHAT EXAGGERATED. HE STRESSED THAT AMIR’S MARCH 1 
STATEMENT ON POSSIBLE GOK INITIATIVE EOF EMERGENCY OPEc 
CONFERENCE WAS CONDITIONAL ON "CONTINUED SLIPPLAGE OF THE 
DOLLAR." IN SUCH CASE ABU SA’UD SAW NEED TO MAINTAIN LEvEL 
OF REVENUE FROM OIL SALES BY EITHER DIRECT PRICE INCREASE 
OR ESTABLISHMENT OF RELATIONSHIP BETWEEN OIL PRICE ftND 

AH OPEC BASKET OF CURRENCIES. HE BELIEVES USG COULD DOr 
MORE TO SUPPORT THE DOLLAR AND ADVOCATED COOPERATION TO 
DEAL WITH THIS PROBLEM. AMBASSADOR FEELS THAT EAFLY CONTACT 
WITH ABU SA’UD BY MIDDLE-LEVEL U.S. MONETARY EXPERT MIGHT 
BE USEFUL. ENO SUMMARY. 

2. AMBASSADOR, ACCOMPANIED BY E/C SECTION CHIEF, CALLED 
ON KHALID A3U SA’UD, FINANCIAL ADVISOR TO THE AMIR, TO 
DISCUSS CURRENT KUWAITI AGITATION OVER DECLINE OF DOLLAR 
AND DEVELOPING PRESSURE HERE FOR OIL PRICE INCREASE. 

TABU SA ’"-I WAS MINFIN DIRECTOR OF INVESTMENTS FOm 9VT* 

20 YEARS AND NOW WORKS DIRECTLY WITH AMIR' AS INVESTMENT 
COUNSELOR FOR BOTH SABAH FAMILY AND GOK INVESTMENTS. HE 
IS ALSO FINANCIAL A Dyffi M.FQS TH^ABU-DHABI FUND.) 
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ON SUCH CONTINUED DETERInRATTnb^ R *2? C k^?^ W ° ULD *™3E 
THAT GOVERNMENT DrSfJgirg^l^'Si^fWMSIZeo 
DIRECTLY BY AMIR CWITHMU { ^s'SHcE^ BE TAKEN 

«o!t w? wt concerned 

INVESTMENTS , SIHCE THE^ WE^ LARGn Y nr a” ? WaITI 
VARIETY. SHORT-TERM FLUCattom 2 F A lohg 'TER« 

INVESTMENS IN THF ll q n?n I ?,nT°£r. L0NG ~ TER '' 1 "TANGIBLE" 

SAID THA? 55 PERCENf 6f D Rfal ,mr?Tn M - ATTER - (ABU SA’UD 
INVESTMENT WAS IN u s > aEtr POLITICAL"- ’ 

ECONOMY WAS V^RY STRONG ANn R unn| S n C 2r2 INCED THflT ™£‘u,S. 
CURRENCIES SUCH AS T THF 5 SWISS W FRANC R AN A1 nirf.2;n IN FflCT » st RONG 
OVERVALUED IN RELATION TO THF F RASTr A Q2t>2»2J SCKE MARK WEE E 
COUNTRIES’ ECONOMIS EITHER IN TH? ° F THE1 * 
SWITZERLAND) OR OVER FIVF-YFAR^pfn^I TERM (F0R 
GERMAN ECONOMY IS EXPECTED ^^WEAKfS a n?| WG T WHICH 
U.S. HAS THE ONLY- ECONOMY WHlrH^A^ADen 1 !* IN AI ? Y ^vENT, 

OF THE LONG-TERM fNVESTMENTS^EIw? ™ E "A'GNITUDE 

COUNTRIES. 4"vtbjMtNTS BEING MADE BY ARAB OPEC 

OOK CONCET?N ? STEi I is GFF ^^ ? C ^ , ^ ER ^ ACCORDING TO ABU SA’ UD, 

ON SHORT-TERM EUIOS which i/ibiatt FAGF ®F THE DOLLAR’ S DROP 

PAY for ON-gSi™ BUdSctSy SS 111 YORK TO 
PROVIDED THE FBXOWM KbSSSSm™?.* ABU SA' UD 
RECEIPTS are PAID IN D«i 5'e N $?, I 2^ ALL KUWAIT -OIL 
FUfO ARESPLIT Iffo I YCRK * THESE 

ACCOUNT, THE LATTER l A £COUWT AND A RESERVE 

INVESTMENTS. THE BUDGCT ACCOUNT I s' L0N& - t ®M 
INSTRUMENTS OF SEVEN DAYS to a !f! sh ORT-TERM 

AMOUNTS TO T HR EE T o Fn dp n n°t ? YEAR S MATURITY. THIS 

PLACE WHICH HAS INSTRu*Nrs L }'AP^ir D 2!:.n ARSj THE 0NLY 
FUfCS IS NEW YCRK ENOUGH TO HANDLE SUCH 

THESE FUffil Soffit Y TW DRAWS DOWN FROM 

CIRRENT AM) DEVELOPMENTAL GOVFR DOLLARS FOR 

CONVERTING SOME OF THF nm ?i?” EfIT Exp E©ITURES, 

as IF>»? s *^ 

saws -«? 

• •E.OHTB AVEHflASE TA nm 
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JT00 MILLION PER YEAR* (HENCE MINISTER OF STATE . . 

HUSSEIN* S FIGURE OF ONE MILLION DO.LARS A DA**-REF* A.) 

4R0in KUWAIT* S LONG-TERM ASSETS IN THE US, HOWEVER, 

SOMETHING NEEDED TO BE DONE TO R? OTECT KUVA IT S OIL 
REVENUES. THERE WERE TWO WAYS TO DO THIS. (A) _ TO PAIo.. 

cSRrwSsVp^AnOMVSHlSNS? DOLL AR-DOK-5MINATED PRICE 
0 F^ 0 IL 'v 0 ULD FL OAT IN ORDER .TO MAINTAIN A FKE D WAL FMffi 
FCR OIL. ABU SA* UD IfOICATED A PREFERENCE FOR T HE LATT.,>. 

~ »nv/irPSF VFFFCT OF OIL PRICE INCREASE. AMBASSADOR 
POINTED OUT THAT WHICHEVER ALTER NAT ^| T ''“ R _ E n ^ L ^ E E , H „l! 
unm n RESHT IN AN INCREASE IN THE COST OF OIL AND THUS 
HAVE AN OVERALL ADVERSE EFFECT ON WORLD ECONOMY. 

MOREOVER, IT WOULD PROBABLY FURTHER DfPRESS THE VALUE 0 
rue nni i ao WHICH WAS CERTAINLY NOT IN THE INTEREST 
OF THOSE OPEC COUNTRIES WHICH MAINTAINED THEIR IHVEST- 
HmB°5 DOLLARS. THE DOLLAR «AD HAD hs UPS AND DOWNS, 

A* gM* fin T FELT * T H AT^T HE ^D OLL AR ^ HAD ^NE VER BKN OVERVALUED, 

Birr HE DID AGREE WITH THE AMBASSADOR THAT FLOATING SCHEME 
DESCRIBED ABOVE WOULD POST MANY COMPLICATIONS AND WOUL 
BE DIFFICULT TO WORK OUT. 


a anVFRTING TO THE AMBASSADOR* S COMMENT ON THE GLOBAL 
IMPACT OF AN OIL PRICE INCREASE, ABU SA* UD COMMENTED THAT 
OTHERS DID NOT SHARE THIS AMERICAN COVIC&iU, NOTING THAT 
EVEN THOUGH DOLLAR DECLINE MEANT GER MANS WOULD PAY LESS 
FOR OIL. FRG PREFERRED TO SEE DOLLAR APPRECIATE. 

AMBASSADOR POINTED OUT THAT GERMANS HAD ALW A Y S BEE N 0 L Y 
CONCERNED WITH THREAT OF 1 NFL AT ION AWD.BESIDES.ENJOYED 
i. rny raV/ORAR! E BALANCE CfF PAYMENTS POSITION# THIS wad 
MOT THE V Sse'5f MOST OTHER WESTERN COUNTRIES, FOR WHOM 
OTl PRICE FREEZE WAS PROVIDING A RESPITE DURING WHICH 
W FRF BRING MADE TO STABILIZE THEIR ECONOMIS. 

ANOTHW BASIC FACTOR TO BE KEPT IN MIND IS THAT THE BURDEN OF 
f*ATFTAlN™G A RESERVE CURRENCY, WHICH US. CARRIE, WAS » 

A A HEAVY ONE THOSE WHO USED THE DOLLAR AND INVESTED. IN ITS 
INSTRUMENTS SHOULD NOT TAKE STEPS WHICH COULD FURTHER 
KIf the DOLLAR WHAT IS NEEDED NOW IS COOPERATION TO 
?NSwl THAT^ REASONABLE STEPS ARE TAKEN TO RESTORE MONETARY 
STABILITY. 


9. PROTECTION OF VALUE OF OIL REVENUES. ABU SA* UD 
REPEATED THAT PROBLEM NOW WAS TO PROTECT REAL VALUE OF 
OIL REVENUES. HOWEVER, THERE WOULD BE NO NEED TO ADOP 
EITHER OF THE ABOVE- MENTIONED MEASURES (PARA 6) IF THE 
DOLLAR REGAINED STRENGTH AND STABILIZED. THIS WAS 
CLEARLY IfDICATED IN THE AMIR’S STATEMENT. ABU SA* UD 
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DEFINED STABILIZATION AS STEADY IMPROVEMENT OVER A 
TWO WEEK PERIOD. IF THE COLLAR EVENTUALLY APPRECIATED 
AGA1/NST THE D-MARK BA’CV TO THE 2.30 DM LEVEL. OF A YEAR 
AGO, THIS WOULD BE SUFFICIENT. 

10. CONSERVATIVE PRACTICES, ABU SA* ID EXPLAINED THAT, 

EVEN THOUGH THERE WERE MANY OCCASIONS WKENj'KUWAlT COULD 
HAVE-MDE CONSIDERABLE -AMOUNTS OF MONEY BY FOREIGN. EXCHANGE 
SPECULATION, IT HAD ASSIDOUSLY AVOIDED SUCH PRACTICES AND 
HAD BANNED ALL GOVERNMENT ENTITIES, OR COMPANIES IN WHICH 
THE GOVERNMENT HAD AN INTEREST, FROM ENGAGING IN SPECULATION. 

KUWAIT'S OILY CONCERN, HE REPEATED, WAS TO MAINTAIN STABLE 
OIL REVENUES. THERE ARE MANY WAYS THE U. S. COULD HELP THIS 
SITUATION, SUCH AS BY SUPPORTING THE DOLLAR THROUGH 
RAISING INTEREST RATES, MORE ACTIVE USE OF SWAP ARRANGEMENTS, 
ETC. U.S. KUWAIT COULD COOPERATE ON THIS PROBLEM. 

1. ABU SA* UD ALSO COMMENTED THAT, WHILE A CHEAP DOLLAR 
WOULD PROMOTE Ut S. EXPORT S AH) EVENTUALLY STRENGTHEN 
DOLLAR, THIS WOULD NOT BE REaECTED IMMEDIATELY, SINCE 
SUBSTANTIAL PIRCHASES REQUIRE LONG LEAD TIME. THEREFORE, 

THIS WOULD NOT SOLVE KUWAIT* S PROBLEM NOW. 

12 . AMBASSADOR THANKED ABU Sff UD FOR HIS EXaANATION 
OF KUWAITI POSITION ON THIS MATTER. HE EXPRESSED HOPE 
THAT GOK WOULD REVIEW CAREFULLY ANY STEPS WHICH IT MI3HT 
TAKE WITH RESPECT TO THE OIL PRICE AND ANY OTHER 

ACTION WHICH COULD IMPACT UNFACORABLY ON THE CURRENT MONETARY 
SITUATION. 

13. COMMENT: ABU SA* UD CLEARLY aAYS IMPORTANT ROLE 
IN AMIR'S DECISION- MAXING ON OIL PRICE/DOLLAR 

PROBLEM AID MAY HAVE SOME INaUENCE ON THE UAE THROUGH HIS 
CONNECTIONS IN ABU DHABI. HE IS CLEARLY A 
CONSERVATIVE PROFESSIONAL WHO HAS A BLANCED 
VIEW OF THE CIRRENT MONETARY PROBLEM. HOWEVER, HE SHARES 
GOK CONCERN FOR SHORT-TERM FINANCIAL LOSSES BEING 
INCURRED AS RESULT OF DOLLAR DECLINE AMD CAN BE EXPECTED 
TO PARTICIPATE IN WORKING OUT SOME aAN TO PRESERVE WHAT 
HE CALLS THE "REAL" VALUE OF OIL, IF THIS IS CLEAR OPEC 
CONSENSUS. OIL’ MINISTER SHAIKH ALI KHALIFA AND FINANCE 
MINISTER AL- AT EE Q I HAVE LED KUWAITI CHORUS FOR REEVALUATION 
OF SITUATION, WHICH ESSENTIALLY STIMULATED BY GOK UN- 
HAPPINESS OVER OIL FRICE FREEZE IMPOSED ON OTHER OPEC 
NATIONS BY SAUDI ARABIA AN) IRAN. WHILE ABU SA* UD* S 
REMARKS IMHCATE AMIR IS SYMPATHETIC TO THIS VIEW, LATTER 
TEWS TO TAKE MORE CAUTIOUS APPROACH. THUS, SOME DELAY 
IS POSSIBLE BEFORE KUWAIT PUSHES FORMALLY FOR AN 
EMERGENCY OPEC MEETING IN ORDER TO SEE WHETHER DOLLAR' 

CAN RECOVER. SUCH A DELAT WOULD PROBABLY NOT LAST BEYOND 
A COuaE OF WEEKS. 
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U, WHILE TELSPKO'IIC discussion between treasury officials 

^(tp (THE OIL AND r I VANCE NIXISTSRS WOULD UNDERLINE U. S. 
INTEREST IN CURRENT 6 OX CO TVER MS, IT IS DOUBTED THIS 

WOlliD serve to allay them, because of key role played 

BY K HALID ABU SA* UD IN THIS MATTER, HOWEVER, AMBASSADOR 
BELIEVES THAT TREASURY CONTACT WITH HI'1 PI SOME FASHION 
MIGHT BE HELPFUL* IF A VISIT BY A MIDDLE- LEVEL OFFICIAL 
WELL VERSED IN MONETARY AFFAIRS TO THE AREA WERE ORGANIZED 
OR A MEETING ARRANGED ELSEWHERE, PRESENTATION OF U. S. ' 

VIEWS AND DESCRIPTION OF POSSIBLE USS MOVES TO STA.3LIZE 
MONETARY SITUATION MIGHT INFLUENCE POT E NT I AL GOK ACTIONS 
DIRECTED TOWARD INCREASE IN OIL PRICE. IT WOULD ALSO 
SERVE jAS DEMONSTRATION 0F U. S. COOPERATION WITH KUWAIT. 
VISIT .®Y HIGHER LEVEL OFFICIAL, ON OTHER HAND, WOl'LD PLACE 
FOCUS 'OF EFFORT AT MINISTERIAL LEVEL WHERE LESS MODERATION 
Am) SYMPATHY TOWARD U.S. WITH RESPECT TO PRESENT SIT UT AT ION 
PREVAIL. 
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"RUSSELS ALSO FOR USEEC 
PAR IS ALSO FOR USOECD 

F.O. 12065 1 GDS 4/14/85 CMAESTRONE, FRANK E.) OR-M 
tarsi enrg, opec, ku 

SUBJECT: AMBASSADOR'S MEETING WITH OIL MINISTER 

RFFl (A) STATE 79572 (NOTAL) , (B) KUWAIT 1736 (NOTAL) 

CC) STATE 91555 (NOTAL) 

l. (C - ENTIRE TEXT) 

?. SUMMARYt AMBASSADOR MET WITH OIL MINISTER APRIL 14 AND 
RPVIEWED VARIOUS QUESTION IN THE OIL FIELD RELATION TO 
IW1CF, PRODUCTION, ACTIONS AGAINST EGYPT, AND THE PRESIDENT'S 
RFW ENERGY PROGRAM, OIL MINISTER CONFIRMED KUWAITI SURCHARGE 
*1*80 FOR KUWAIT'S HEAVY CRUDE (31-GRAVITY) AS WELL AS A 
PREMIUM CHARGE OF $4 OVER FOURTH-QUARTER OPEC PRICE ($14.00) FOR KUWAIT 
mjtw r Su T ^ IN ! D BY PURCHASERS IN EXCESS OF THEIR CONTRACTS. HE 

INDICATED THAT IT WAS KUWAIT'S FIRM INTENTION TO MEINTAIN ITS 
T V ^ R ^lp^^S r ' UCT , I0N LEVEL 0F 2 * 2 MB PD FOR 1979. AMBASSADOR REVIEWED 
T"E PRESIDENT'S NEW ENERGY PROGRAM, LEAVING COPY OP FACT 
•IHEF.T PROVIDING DETAILED INFORMATION ON PROGRAM. AMBASSADOR 
' X PL A I NED THAT THIS PROGRAM SHOULD RESULT IN REDUCTION OF US 
"IL DEMAND AND SAID THAT HIS CONVERSATIONS WITH IEA 
'• f C GEN IN PARIS REVEALED THAT OECD COUNTRIES WERE MAKING 
DFTERMI NED EFFORTS TO MEET OR EVEN EXCEED 5 PERCENT REDUCTION 
N DEMAND FOR OIL. END SUMMARY 
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S. I MET APRIL 14 WITH OIL MINISTER SHAIKH ALI KHALIFA 
AL-SABAH IN ORDER TO REVIEW DEVELOPMENTS WHICH HAD TAKEN 
PLACE IN THE OIL FIELD DURING MY ABSENCE ON CONSULTATIONS IN 
WASHINGTON. I OBSERVED THAT THE MARCH 26 OPEC CONSULTATIVE MEETING 
IN GENEVA ACTUALLY DID RESULT IN PRICE DECISIONS. OIL 
MINISTER AGREED THAT THIS WAS NOT ORIGINAL INTENTION, BUT 
NOTED THAT MARKET SITUATION FORCED CONSIDERATION OF PRICE 
LEVELS. I REVIEWED USG POSITION WHICH REGARDED THE OPEC 
PRICE INCREASE, PARTICULARLY THE SURCHARGES, AS UNHELPFUL, 

NOTING THE UNFORTUNATE IMPACT IT WOULD HAVE ON THE US AND 
WORLD ECONOMY NOT ONLY WITH RESPECT TO OUR ANTI -I NFLAT ION 
PROGRAM BUT ALSO AS A DETERRENT TO THE DEVELOPMENT PROGRESS 
OF LDC’S (REF A). 

4. OIL FOR SUDAN. SHAIKH ALI KHALIFA SHOWED MORE CONCERN 
OVER QUESTION OF OIL SUPPLY FOR LDC’S THAN FOR THE PRICE 
IMPACT ON THEIR EC0N0MI86. HE NOTED THAT FORCE MAJEURE 
DELAY ON THE PART OF THE KUWAIT NATIONAL PETROLEUM COMPANY 
(KNPC) IN PROVIDING REFINED PRODUCTS TO THE SUDAN RESULTED 

IN A SERIOUS SUPPLY SHORTAGE THERE. HE SAID HE HAD INSTRUCTED 
KNPC TO SHIP THE PRODUCTS WHICH WERE DELAYED AS QUICKLY AS 
POSSIBLE AND TO ENSURE THAT THEIR SCHEDULE OF DELIVERIES 
TO THE SUDAN WAS MAINTAINED PRECISELY. I RECALLED HAVING 
HEARD OF SUDAN’S DIFFICULTIES WITH OIL SUPPLIES AND COMMENTED 
THAT THIS SEEMS TO HAVE ARISEN BECAUSE OF IRAQ’S FAILURE TO 
MAINTAIN ITS DELIVERIES TO THE SUDAN— BECAUSE OF POLITICAL 
REASONS I OPINED. ALI KHALIFA SAID THAT THIS APPLIED ONLY TO 
CRUDE OIL SUPPLIES AND NOTED THAT SAUDI ARABIA HAD AGREED 
TO ASSURE THAT CRUDE OIL SUPPLIES FOR SUDAN’S REFINERY WOULD 
BE PROVIDED. HOWEVER, HE NOTED THAT THE REFINERY WAS 
SCHEDULED TO SHUT DOWN FOR OVERHAUL WITHIN A FEW WEEKS- 
MOST REGRETTABLE TIMING HE THOUGHT. 

5. KUWAIT PRICING. SHAIKH ALI KHALIFA CONFIRMED THE NEW 
SURCHARGE OF $1.80 PER BBL FOR KUWAIT CRUDE AS WELL AS THE 
PREMIUM OF $4 PER BBL TO BE ADDED TO FOURTH QUARTER OPEC PRICE FOR 
KUWAIT OIL PURCHASED OVER AND ABOVE 

CONTRACTED QUANTITIES, WHEN ASKED TO EXPLAIN THE 

RATIONALE FOR THIS SPECIAL PREMIUM, ALI KHALIFA 

SAID IT WAS DESIGNED TO MAKE UP IN PART FOR THE LOSSES THE 

GO K WOULD SUFFER BY NOT PROCESSING THIS OIL THROUGH ITS OWN 

REFINERIES. HE CLAIMED THAT, IN ORDER TO MAKE THESE INCREASED AMOUNTS 

OF CRUDE AVAILABLE, HE HAD CUT THE SUPPLY TO KUWAIT OIL COMPANY 

(KOC) REFINERY FROM 220,000 BBLS DAILY TO 

130,000 BBLS. THE EQUIVALENT INCOME FROM REFINED BARREL OF 
OIL COMES TO $20-2 1 PER BBL. THUS, THE GOK STOOD TO LOSE 
BT <r> 
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an additional amount of income because of its effort to meet 

THE SHORTAGE OF WORLD CRUDE OIL SUPPLY IF IT DID NOT CHARGE 

AN EXTRA PREMIUM. HE MAINTAINED THAT THIS NEW PREMIUM CHARGE 

WAS NOT DESIGNED TO DISCOURAGE THE PURCHASE OF ADDITIONAL 

AMOUNTS. OF CRUDE OIL. ONE OF THE TWO MAJOR OFFTAKERS OF 

THIS EXCESS PRODUCTION, SHELL, HAD ALREADY ACCEPTED THE NEW 

CHARGE. THE OIL MINISTRY HAD NOT YET HEARD FROM BP BECAUSE 

OF THE LONG BRITISH EASTER HOLIDAYS. NOTING THAT SAUDI 

ARABIA HAD NOT ADDED A SURCHARGE TO ITS OIL PRICE, I ASKED 

WHETHER THE KUWAIT SURCHARGE ($1.80) ALSO APPLIED TO THE OIL 

PRODUCED BY THE ARABIAN OIL COMPANY, WHOSE PRODUCTION WAS 

JOINTLY SHARED BY SAUDI ARABIA AND KUWAIT. THE OIL MINISTER 

CONFIRMED THAT IT DID AND SAID THE ARABIAN OIL CO. WOULD BE 

OPERATING IN A TWO-TIER PRICE MODE, ALTHOUGH THIS SHOULD NOT 

HAVE THE SAME NEGATIVE EFFECT ON THEIR SALES AS PREVIOUSLY WHEN THERE 

WAS AN OIL GLUT. 
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6. KUWAIT PRODUCTION. All KHALIFA CONFIRMED THAT KUWAIT 
WOULD MAINTAIN ITS INCREASED CEILING OF 2.2 MBPD (KOC 
PRODUCTION) FOR ALL OF 1979, STATING THAT THE ADDITIONAL 200,000 BBL 
PRODUCTION WOULD HAVE LITTLE EFFECT ON THE OPPORTUNITY FOR IRAN TO 
REGAIN ITS SHARE OF THE OIL MARKET. IN REPLY TO MY QUERY, 

HE SAID THAT THE ADDITIONAL AMOUNTS FORESEEN FOR THE 
THIRD QUARTER WOULD BE AVAILABLE IF THE COMPANIES 
WISHED TO PIKCHASE THEM. HOWEVER, THE REQUIREMENT FOR AN 
INCREASED PRODUCTION IN ORDER TO PROVIDE SUFFICIENT GAS TO 
TEST THE NEW LPG FACILITY, WHICH THE GOK WAS SCHEDULED TO TAK 
OVER FROM THE CONTRACTORS IN THE THIRD QUARTER, WAS NO LONGER 
CURRENT. IN FACT, THE TEST WOULD PROBABLY BE RUN IN OCTOBER 
SINCE A DELAY IN THE TAKEOVER HAD BEEN NEGOTIATED WITH THE 
CONTRACTORS. 

7. IRAN. I INQUIRED ABOUT THE IRANIAN ATTITUDE DISPLAYED 
AT THE GENEVA OPEC MEETING, ASKING WHETHER IT WAS THE OIL 
MINISTER'S IMPRESSION THAT THEY WOULD ABIDE BY THE OPEC RULES. 

ALI KHALIFA THOUGHT THEY WOULD. HE NOTED THAT THEY WERE 
INITIALLY THINKING OF ADDING A SURCHARGE OF $2.50 PER BBL, 

BUT AFTER KUWAIT, QATAR AND ABU DHABI HAD INSTITUTED THEIR 
$1.80 CHARGE, THE IRANIANS WENT ALONG WITH IT. HE COMMENTED 
THAT HE HAD RECENTLY HEARD UNCONFIRMED REPORTS THAT IRAN HAD 
ASKED ITS JAPANESE CUSTOMERS TO TAKE A 25 PERCENT CUTBACK IN 
THEIR SUPPLY. THIS WAS PRESUMABLY ONE IN ORDER TO ENABLE 

IRAN TO SELL TO FORMER CONSORTIUM MEMBERS BP AND SHELL. 

8. IRAQ. THE OIL MINISTER BELIEVED THAT THE IRAQIS WERE 
STILL MAINTAINING THE LEVEL OF OIL PRODUCTION AT SLIGHTLY 
OVER 3 MBPD, HE CONFIRMED THEY WERE STILL 

CHANNELING ONE-THIRD OF THEIR PRODUCTION TO THE SPOT- MARKET. 

9. BOYCOTT OF EGYPT. ALI KHALIFA WAS CONSIDERING REQUIRING OIL 
TANKERS LIFTING ITS OIL TO BOYCOTT THE SUEZ CANAL AND NOT TO 

USE THE SUMED PIPELINE (REF C) . HE OBSERVED THAT THE BAGHDAD FOREIGN/ 
ECONOMIC MINISTERS' MEETING RESOLUTIONS DID NOT REQUIRE THIS. 

I ASKED WHETHER THIS SUBJECT WOULD BE DISCUSSED AT OAPEC 
MEETING SCHEDULED TO BEGIN IN KUWAIT APRIL 16 
THE OIL MINISTER SAID THAT IT WAS NOT ON THE AGENDA 
ALTHOUGH, OBVIOUSLY, ANY PARTICIPANT COULD RAISE THE MATTER 
DURING THE MEETING. IN ANY EVENT, THE KUWAITI POSITIQ-N ON 
THIS QUESTION WAS FIRM. HE EXPECTED THAT THE OAPEC MEETING 
WOULD REACH THE CONCLUSION TO EXPEL EGYPT, ALTHOUGH IT WAS 
HIS POSITION THAT THIS EXCLUSION SHOULD NOT APPLY 
TO THE OAPEC ASSOCIATED COMPANIES. HE EXPLAINED THAT OAPEC 
HAD GONE TO CONSIDERABLE EFFORT TO OBTAIN PRIVATE INVESTMENT 
IN ITS ASSOCIATED COMPANIES AND TO TAKE SUCH AN ACTION 
WOULD INTRODUCE AN ELEMENT 0 UNCERTAINTY INTO THE SITUATION 
WHICH COULD HAVE A DISCOURAGING EFFECT ON FUTURE PRIVATE 
INVESTMENT IN SUCH VENTURES. 

10. VENEZUELAN MEETING PROPOSAL. THE OIL MINISTER INDICATED 
THAT KUWAIT WOULD PARTICIPATE IN THE MEETING OF OPEC AND 
NON-OPEC PRODUCERS WHICH THE VENEZUELAN ENERGY MINISTER 

WAS TRYING TO ORAGNIZE IN LONDON. HE THOUGHT THAT IT WOULD 
BT 
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PARIS also for usoecd 

NOT TAKE PLACE UNTIL THE JULY-AUGUST TIME FRAME. WHEN I 
ASKED ABOUT A POSSIBLE INVITATION TO THE US TO PARTICIPATE, 

HE INDICATED THAT THE US WAS A NET IMPORTER AND, THEREFORE, 
INELIGIBLE TO JOIN THIS GROUP. HOWEVER, HE LOOKED FORWARD 
TO THE POSSIBILITY OF A PRODUCER/CONSUMER MEETING WHICH HE 
HOPED COULD BE HELD EARLY NEXT YEAR. 

11. PRESIDENT'S ENERGY PROGRAM. I REVIEWED FOR THE OIL 
MINISTER THE PRESIDENT'S NEW ENERGY PROGRAM, WHICH I EXPLAINED 
WAS A COHERENT EFFORT BOTH TO INCREASE ENERGY PRODUCTION AND 
ENCOURAGE ITS CONSERVATION. I OBSERVED THAT IT FEATURED A 
PHASED DECONTROL OF CRUDE OIL PRICE AND THE INSTITUTION OF 
BOTH MAtOATORY AND VOLUNTARY CONSERVATION MEASURES. I 
BELIEVED THESE WOULD RESULT IN THE 5 PERCENT REDUCTION IN 
DEMAND FOR OIL WHICH WE HAD AGREED TO ACHIEVE IN THE CONTEXT 
OF AN IEA EFFORT. ALI KHALIFA EXPRESSED CONSIDERABLE INTEREST 
IN THE PRESIDENT'S PROGRAM, AND I PROVIDED HIM WITH A USICA 
FACT SHEET WHICH INDICATED HOW COMPREHENSIVE THE PROGRAM 
WOULD BE. THE OIL MINISTER EXPRESSED SOME CONCERN THAT THE 
DECONTROL OF CRUDE PRICE WOULD BE DELAYED UNTIL LEGISLATION 
WAS PASSED AUTHORIZING A "WINDFALL PROFITS" TAX. 

12. IEA. I ALSO RELATED TO THE OIL MINISTER MY CONVERSATION 
WITH IEA SEC GEN LANTZKE, WHO DESCRIBED TO ME THE EFFORTS 
WHICH THE VARIOUS OECD COUNTRIES WERE PLANNING TO UNDERTAKE 
IN ORDER TO REDUCE THEIR CONSUMPTION OF OIL BY 5 PERCENT 

OR MORE. I TOLD HIM THAT LANTZKE WAS HOPEFUL THAT THE IEA 
WOULD BE IN A POSITION TO MAKE AN IMPORTANT ANNOUNCEMENT 
AFTER ITS COUNCIL MEETING IN EARLY MAY. 

MAESTRONE 
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E.O. 120651 GDS 4/14/85 (BUCK, STEPHEN W.) OR-E 
TAGS: ENRG, EFIN, EAID, OPEC, KU 

SUBJECT: KUWAIT OIL MINISTER ON OIL PRICING, PRODUCTION, 
DOLLAR AND RELATED ISSUES 


THE 


REF: KUWAIT 1762 


1. (C - ENTIRE TEXT). 

2. SUMMARY. IN DEEP BACKGROUND INTERVIEW (PARTIALLY 
REPORTED REFTEL) WITH FINANCIAL TIMES FOREIGN EDITOR 
APRIL 9 KUWAIT OIL MINISTER SHAIKH ALI KHALIFA AL -SABAH 
SAID THAT OTHER OPEC PRODUCERS WILLING TO CUT BACK ON THEIR 
EXCESS PRODUCTION TO MEET IRANIAN CONCERNS, BUT IRANIANS 

are -unjustifiably worried.- higher value of dollar 

-WOULD DEFINITELY HAVE AN EFFECT ON PERSUADING US TO 
KEEP OUR (OIL) PRICES DOWN’. US GAS AND OIL DEREGULATION 
WILL HELP BUT NOT “BE THAT EFFECTIVE IN THE SHORT TERM. 
THERE WILL BE "EXTREME SHORTAGES (OF OIL) IN THE PERIOD 
SEPTEMBER THROUGH DECEMBER, 1979;" EVEN IF CONSUMERS 
MEET 5 PERCENT DEMAND CUT -BACK TARGET, 1980 WILL 
BE A "TIGHT OR VERY TIGHT" YEAR* DEMAND WILL INCREASINGLY 
OUTRUN SUPPLY IN SOVIET BLOC, WHICH WILL HAVE AN EFFECT 
ON OVERALL WORLD SUPPLY;" IRANIAN SITUATION HAS NOT 
CHANGED MATTERS DRAMATICALLY; IT HAS ONLY BROUGHT 
FORWARD THE INEVITABLE". KUWAIT WILL CONCENTRATE 
DEVELOPMENT EXPEND IT IB E IN FUTURE ON INFRASTRUCTURE 
ESPECIALLY ON ROADS, HOUSING, WATER AND ELECTRICITY 
Say OF DISTRIBUTING WEALTH AND WILL UNDERTAKE ONLY ONE 
MAJOR PROJECT IN OIL SECTOR AT A TIME. END SUMMARY. 


- AS 
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3. ON APRIL 9 FINANCIAL TIMES FOREIGN EDITOR TAPED TWO 
HOUR DEEP BACKGROUND INTERVIEW WITH KUWAIT OIL 
MINISTER SHAIKH ALI KHALIFA AL -SABAH. FOLLOWING ARE 
HIGH POINTS ON ECONOMIC SUBJECTS FROM ROUGH TRANSCRIPT 
OF INTERVIEW WHICH EDITOR PROVIDED TO US. (MINISTER’S 
COMMENTS ON GULF SECURITY RELATED SUBJECTS REPORTED IN 
REFTEL). 

4. MARCH 26 GENEVA OPEC MEETING DISCUSSION OF PRODUC- 
TION. - AT THE OPEC MEETING, "THERE WAS NO ATTEMPT AT 
PRODUCTION PROGRAMMING AS SUCH OR PRODUCTION SHARING. 
THERE ARE CERTAIN COUNTRIES WHICH HAVE INCREASED THEIR 
PRODUCTION FOR THE PURPOSE OF RELIEVING THE SHORTAGE 
THAT WAS ON THE MARKET. OTHER COUNTRIES HAVE TRIED TO 
DO THEIR BEST IN RELIEVING THE CRISIS IN THE MARKET. 

THE IRANIANS ARE UNJUSTIFIABLY WORRIED THAT THESE HIGH 
LEVELS WOULD STICK AND THEY WOULD NOT BE ABLE TO PRODUCE 
AS MUCH AS THEY WANTED. THEY WERE ASSURED BY THE 
OTHERS THAT THEY WERE NOT TRYING TO TAKE IRAN’S SHARE 

OF THE MARKET. ON THE CONTRARY (THESE COUNTRIES) WERE 
QUITE WILLING TO ACCOMMODATE IRAN TO GO BACK TO THE 
LEVELS IT (IRAN) FELT DESIR ABLE. . .THERE WAS.. .AN 
UNDERSTANDING THAT. ..AS THE IRANIAN PRODUCTION GRADUALLY 
INCREASED THOSE COUNTRIES (THAT PRODUCED EXTRA AMOUNTS) 
WOULD BE ENTITLED TO GO BACK TO THEIR ORIGINAL TARGETS. 

I AM SURPRISED THAT THE WESTERN PRESS TURNED THIS 
AROUND TO MAKE OUT THAT THE OPEC COUNTRIES INTENTIONS 
WERE TO STARVE THE WORLD OF OIL. THE IDEA IS QUITE 
CONTRARY TO WHAT WE HAVE DONE, WHICH IS TO RELIEVE 
THE SHORTAGE." 

5. OIL PRICES. Q - ISN’T CUTTING PRODUCTION A PLOY TO 
FORCE UP PRICES? A - IF THE WEST CRITICIZES THE PRODUCERS 
WHO HAVE UPPED THEIR PRODUCTION TO MEET THE 

SHORTAGE FOR RETURNING TO NORMAL AFTER THE CRISIS IS 
OVER, "THEN EVERYBODY IS GOING TO THINK TWICE WHEN 
THE NEXT CRISIS COMES AROUND BEFORE INCREASING HIS 
PRODUCTION TO MEET WORLD NEEDS." 

6. THE DOLLAR. 8 - ARE YOU IMPRESSED WITH THE 
STABILIZATION OF THE DOLLAR AND IN ITS EFFECT IN REDUCING 
THE EROSION OF YOUR PURCHASING POWER? A - "WE DON’T 

PUT UP (OIL) PRICES FOR THE SAKE OF IT. WE ARE 
SIMPLY CONCERNED WITH PRESERVING THE PURCHASING POWER 
OF OUR REVENUE. IF THIS CAN BE ACHIEVED THROUGH A 
HIGHER VALUE OF THE DOLLAR, THIS WOULD DEFINITELY HAVE 
AN EFFECT ON PERSUADING US TO KEEP OUR PRICES DOWN... I 
HOPE THAT THE DOLLAR’S STRENGTH WILL CONTINUE, BUT WHAT 
I HOPE AND WHAT I THINK DO NOT ALWAYS COINCIDE. 

I AM NOT IN THE BUSINESS OF PREDICTING CURRENCY TRENDS 
BUT, IF INFLATION IN THE US IS NOT HELD DOWN, YOU CANNOT 
BT 
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EXPECT ARTIFICIAL INTERVENTION TO HOLD THE DOLLAR UP." 

7. THE PRESIDENT'S ENERGY PROGRAM. "GAS DEREGULATION 
WILL HELP BUT I WONDER WHETHER IT WILL BE THE MAGIC 
WHICH WILL TRANSFORM THE PATTERN OF US (ENERGY) IMPORTS. 

BY SIMPLY APPLYING THE SAME PRINCIPLE TO OIL, THIS 

WILL HELP IN THE LONG RUN - IT WILL ENCOURAGE EXPLORATION 

...BUT TO SAY THAT THIS WILL BE ENOUGH IS STRETCHING 

CREDIBILITY TOO FAR. ..IT WON’T BE ENOUGH TO PERSUADE 

ME TO GO THE FINANCE MINISTER AND PERSUADE 

HIM TO INVEST (MORE) IN DOLLARS. I DON’T THINK THE 

ENERGY BILL IS GOING TO BE THAT EFFECTIVE IN THE SHORT 

TERM." 

8. FUTURE OIL DEMAND/SUPPLY SITUATION. " 1979 WILL SEE 
A BALANCED SUPPLY/DEMAND SITUATION, BUT THERE WILL BE 
EXTREME SHORTAGES IN THE PERIOD SEPTEMBER THROUGH 
DECEMBER. 1980 WILL BE MORE DIFFICULT TO FORECAST. 

IT DEPENDS ON HOW MUCH CONSERVATION CAN BE ACHIEVED IN 
THE INDUSTRIALIZED WORLD, WHETHER THE FIVE PERCENT 
TARGETS FOR ENERGY SAVING WILL STICK AND WILL BE ENOUGH. 
EVEN IF THEY DO STICK, IT WILL BE A TIGHT YEAR. I DON’T 
EXPECT INVENTORIES TO BE FILLED AGAIN. IN FACT, FOR 
1980 THE QUESTION IS WHETHER IT WILL BE TIGHT OR VERY 
TIGHT. 1981 DEPENDS ON THE RATES OF GROWTH, BUT I CAN 
ASSURE YOU ONE THING - THERE IS NOT GOING TO BE THE GLUT 
THAT WAS SPOKEN OF IN 1976/1977." 
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9. USSR OIL SHORTAGE. Q - "THERE HAVE BEEN REPORTS THAT THE 
SOVIET UNION WILL FACE A SHORTAGE OF OIL IN THE MEDIUM 
TERM; DO YOU SEE THEM ENTERING THE OIL MARKETS?" A - MANY 
OF THE SOCIALIST COUNTRIES IN EASTERN EUROPE HAVE BEEN 

IN THE MARKET FOR SOME YEARS. THEY ARE INCREASING THEIR 
IMPORTS FROM OPEC COUNTRIES. THIS IS BECAUSE THEIR 
DEMA® IS INCREASING A® THE USSR IS NOT INCREASING ITS 
SUPPLIES, BECAUSE IT CAN’T. THE SOVIET BLOC IS MOST 
STRONGLY COMING ONTO THE MARKET; THEIR DEPENDENCE ON 
OIL IS INCREASING AND WILL HAVE AN EFFECT ON OVERALL 
SUPPLIES." 

10. IRANIAN PRODUCTION. "I DON’T THINK IRAN WILL BE 
INTERESTED IN GOING BACK TO THEIR PREVIOUS LEVELS OF 
PRODUCTION... IT WAS EXPECTED THAT IN THE 80’S IRAN’S 
EXPORTS WOULD HAVE FALLEN ANYWAY. IRAN’S INTERNAL 
DEMA® FOR OIL WILL CONTINUE TO RISE AND, ON THE OTHER 
HAND, THE OIL FIELDS’ ABILITIES TO PRODUCE WILL DECLINE. 

IN MY VIEW THE IRANIAN SITUATION HAS NOT CHANGED MATTERS 
DRAMATICALLY - IT HAS ONLY BROUGHT FORWARD THE 
INEVITABLE." 

11. FUTURE MAJOR PROJECTS IN KUWAIT. OVER THE NEXT 
FIVE YEARS IN THE OIL SECTOR "AT ANY ONE TIME YOU WILL 
SEE US ENGAGING IN ONE MAJOR PROJECT, BUT YOU WILL NEVER 
SEE US ENGAGED IN TWO LARGE PROJECTS AT THE SAME TIME. 

WE SHALL STILL INVEST LARGE AMOUNTS OF MONEY -AND EFFORT 
IN THE OIL SECTOR OVER^THE NEXT FEW YEARS - WHETHER IN 
THE REFINING A® PETROCHEMICAL FIELD OR IN EXPLORATION. 

BUT WE SHALL TRIM OUR EFFORTS DOWN TO WHAT WE CAN 
HA®LE. IN THE OTHER SECTORS THE PRESENT CONCENTRATION 
ON INFRASTRUCTURE, WHICH HAS SEEN BOTH JUMPS AND DELAYS, 
WILL CONTINUE, ESPECIALLY IN ELECTRICITY, ROADS AND 
WATER DISTRIBUTION. THIS IS BECAUSE IN THE LAST FEW 
YEARS THESE SECTORS WERE NEGLECTED. IT IS ALSO A WAY 

OF DISTRIBUTING WEALTH WHICH IS A MOST IMPORTANT 
ASPECT OF OUR PLANNING. SIMILARLY HOUSING WILL 
CONTINUE TO HAVE A GREAT DEAL OF IMPORTANCE. WE SHALL 
PROBABLY CUT BACK ON PRIVATE HOUSING WHERE, MOST 
PROBABLY, THERE IS ALREADY A GLUT." 

12. COMMENTS ALI KHALIFA IS USUALLY FRANK AND TO THE 
POINT. HIS COM j5E NTS TO THE FINANCIAL TIMES EDITOR ARE, 

WE BELIEVE, AN ACCURATE REFLECTION OF HIS VIEWS ON THE 
SUBJECTS COVERED. 

MAESTRONE 
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E.O. 120651 GDS 4/29/85 (BUCK, STEPHEN W.) Ofi-E 
TAGS* ENRG, KU 

SUBJECTS KUWAIT OIL PRODUCTION FOR APRIL, 1979 


REFs (A) KUWAIT 2036, (B) KUWAIT 1726 

1. (C-ENTIRE TEXT). 


2. FOR THE RECORD, TOTAL KUWAIT CRUDE OIL PRODUCTION FOR THE MONTH OF 
APRIL AVERAGED 2.55 MILLION B/D, DOWN OVER 100,000 B/D FROM LAST 
MONTH’S FIGURE OF 2.66 MILLION B/D. APRIL 1979 PRODUCTION WAS 

29 PERCENT HIGHER THAN A YEAR AGO, WHILE JAWUARY-APRIL PRODUCTION 
WAS 38 PERCENT HIGHER THAN THE FIRST FOUR MONTHS OF 1978. 

3. DETAILED AVERAGE DAILY PRODUCTION BREAK DOWN FOR APRIL WAS AS 
FOLLOWS! 

KUWAIT OIL COMPANY 2,252,566 B/D 

WAFRA PRODUCTION 86,368 B/D 

KUWAITI SHARE OF PARTITIONED ZONE 
ARABIAN OIL COMPANY PRODUCTION 212,283 B/D 

TOTAL 2,551,217 B/D 

4. RELIABLE OIL MINISTRY OFFICIAL (PROTECT), WHO PROVIDED 
FIGURES, SAID CAUSE OF KOC APRIL PRODUCTION DECLINE (BOTH WAFRA 
AND PARTITIONED ZONE PRODUCTION INCREASED SLIGHTLY) WAS BAD 
WEATHER CONDITIONS (REF A) WHICH CONTINUED TO HAMPER TANKER 
LOADING THROUGH END OF THE MONTH. OFFICIAL EXPLAINED THAT KOC ONLY 
HAS STORAGE CAPACITY FOR ABOUT 4 DAYS OF CRUDE PRODUCTION. 

ACCORDINGLY WHEN WEATHER (OR OTHER FACTORS) INHIBIT TANKER DOCKING 
AND LOADING, KOC DECREEASES PRODUCTION SO THAT' STORAGE TANKS ARE 
NEVER FILLED TO CAPACITY. FILLING THE TANKS TO CAPACITY WOULD 
FORCE A SHUTDOWN IN CRUDE PRODUCTION MEANING THERE WOULD BE NO 
ASSOCIATED GAS AVAILABLE TO POWER KUWAIT'S ELECTRIC POWER 
GENERATORS AND OTHER INDUSTRIES. LAST YEAR, AVERAGE DAILY KOC 
PRODUCTION DECLINED FROM 1.91 MILLION B/D IN MARCH TO 1.78 MILLION 
B/D IN APRIL DUE TO BAD WEATHER, GIVING CREDENCE TO OFFICIAL'S 
STATEMENT TO US THAT PRESENT DECLINE IN PRODUCTION IS 

DUE TO SEASONAL AND TECHNICAL FACTORS RATHER THAN BEING IN RE- 
SPONSE TO INCREASED IRANIAN PRODUCTION. 
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